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RE-DISTRIBUTION OF NATIONAL INCOME 


AJOR shifts in the distribution of 

national income have been effected 
during the past decade. The magnitude 
of these changes from year to year tends 
to be rather small, but their cumulative 
effect has been of great significance. This 
is clearly brought out in the following 
table comparing the boom year of 1929 
and 1943: 


National Income Payments 

(in millions) 
Per cent 
change 


+72.7 
+91.5 
—15.8 
+641.0 
+141.3 


1929 


National income ..........$82,076 
Wages, salaries ............ 52,556 
Dividends, interest ...... 11,811 
Social secrty., relief .... 510 
Farm income . 5,174 
Other income ................ 8,456 11,450* +35.4 
Rents, royalties . 3,569 3,500* —1.9 
*Partly estimated by Standard & Poor’s on basis 
of Department of Commerce data. 


1943 


$141,717 
100,603 
9,940 
3,782 
12,500* 


Despite the tremendous increase of 
73% in the total national income, how- 
ever, two components were actually lower 
in 1943 than in 1929. These were divi- 
dends and interest which declined 15.8%, 
and rents and royalties down 1.9%. These 
data are of vital significance to the own- 
ers of capital since they are the items 
reflecting the return for the use of 
money. The relatively poor record of the 
dividend and interest total is due in part 
to the fact that corporations are now 
paying out only about half of their earn- 
ings to stockholders; the balance is being 
held to meet the contingencies attending 
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reconversion. But even if all earnings 
were paid out as dividends, the increase . 
in 1943 would have been less than 20% 
or only a fraction of that recorded by 
labor and farm income. While payments 
may be increased once the difficult transi- 
tion period is effected, it must be remem- 
bered that the return to capital was also 
declining before the war. The combina- 
tion of artificially depressed interest 
rates plus socio-politico-economic theor- 
ies of corporation taxation have contri- 
buted to this decline. A continuation of 
these trends in the post-war period would 
result in a drying up of the sources of 
private capital. 


When comparison of wages and profits 
before taxes is made on the basis of 
1939 totals, tremendous increases can be 
shown for profits. If profits are consid- 
ered after taxes, the increase is not 
much different from that shown for 
wages. But when the longer range 
changes are analyzed, a startlingly differ- 
ent picture emerges. The payments for 
wages and salaries have almost doubled 
since 1929 while the record farm incomes 
have increased almost one and a half 
times. In contrast to these increases, 
total business profits after taxes are 
about the same as in 1929 while the pay- 
ments to capital (dividends and interest) 
have actually declined. These data give a 
clear and succinct answer to the ques- 
tion: Who is profiteering from the war? 





WO highly constructive reports, 

with recommendations concerning 
the post-war period, have been published 
during the past month. The report of the 
Senate Post-War Committee, headed by 
Senator George, proposed the establish- 
ment of an Office of Demobilization to 
have supreme responsibility for such re- 
conversion problems as contract termina- 
tion, surplus plant disposal, removal of 
machinery from private plants, and term- 
ination payments. The Baruch-Hancock 
report covered these items but in addi- 
tion recommended the appointment of a 
Work Director to handle problems of de- 
mobilization of men in the armed forces 
and in war factories, job placement, voca- 
tional training and related problems; 
preparation of public works plans to be 
used if necessary; preparation of an 
Emergency “X” Day Reconversion Plan 
to be available in the event of a sudden 
collapse of the enemy; immediate exten- 
sion of the laws governing price control, 
priorities and requisitioning; and the im- 
mediate drafting of a post-war tax law 
which would be kept on the shelf until 
after the war. 


It can be readily seen that Mr. Baruch 
has given us a comprehensive blueprint 
for the period of demobilization. In so 
far as the reports of Mr. Baruch and Sen- 
ator George covered the same subjects 
they were in agreement as to what should 
be done although they differed as to 
method, the former favoring executive 
action while the latter recommended 
Congressional action. 


Both reports stressed the need for 
“creating the atmosphere in which pri- 
vate initiative and resourcefulness .. . 
can again take hold” to use Mr. Baruch’s 
words. Both reports agreed that the de- 
mobilization procedure should be coor- 
dinated because of the close interrelation- 
ship between many of these measures. 
Recollection of the numerous conflicts 
which have developed during our war 
program because of multiple responsibil- 
ity underlines the importance of coordin- 
ation. We will never know what this con- 
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DEMOBILIZATION PLANS 


flict of authority cost us during the war. 
The acceleration of war production by in- 
dustrial management was so rapid that 
there was leeway for political mistakes. 
But this leeway will not exist in the post- 
war period. Time lost because of juris- 
dictional disputes, red tape, and need- 
less delay presents a more serious prob- 
lem while business is declining or unset- 
tled than during an advance. Delays 
during this period may mean the differ- 
ence between success and failure for 
many companies. It may mean the dif- 
ference between the development of a 
vibrant free enterprise system and the 
need for governmental therapy and con- 
trol to “save” financially weakened war 
companies who find their life blood (capi- 
tal) drained away while Washington 
agencies debate or make counter plans 
for vast relief projects. 


During the past decade there has been 
ample evidence that many persons are 
ready to use any sign of faltering by 
private industry as an excuse for more 
government control. The speed of de- 
mobilization and how it is handled will 
have a profound effect upon our economy 
in the future. The government can as- 
sist this transition back to peace by the 
adoption of policies such as those recom- 
dended by Mr. Baruch (his proposals for 
a work director and a Surplus War Prop- 
erty Administration have already been 
adopted) and Senator George. 


However, it would be a grievous mis- 
take to assume that these policies alone 
will ensure full employment in the post- 
war period. Actions taken in connection 
with prices, taxes, the release of mate- 
rials for civilian production prior to the 
end of hostilities, etc. will also be of great 
significance. But of even greater effect 
than any of these will be the creation of 
an atmosphere favorable to the develop- 
ment of the free enterprise system and 
the provision of an adequate reward both 
for productive labor and for the use of 
capital which will be indispensable to 
further expansion of private industry. 
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POST-WAR JOB PRIORITY 


HENEVER news from the war 

fronts becomes very favorable there 
tends to be an increase in absenteeism 
from war plants. Numerous reports in- 
dicate that many of these absentees are 
apparently seeking other employment in 
order to protect against a loss of their 
wartime jobs if the war should end sud- 
denly. Personnel men also report a ten- 
dency on the part of job seekers to trans- 
fer to industries which would not be ad- 
versely affected by the termination of the 
war. Important shifts of manpower 
while the war is in progress would ob- 
viously impede the production of essen- 
tial war goods, and hence be a factor 
prolonging the war. 

It is generally understood that after 
the war men serving in the Armed Forces 
would be given a priority for available 
jobs. President Roosevelt emphasized 
this priority in his directive to the Civil 
Service Commission that such a proce- 


dure be followed for federal jobs. It is 
now suggested by the War Manpower 
Commission that ex-war workers also be 
given a high priority for jobs obtained 
through the U. S. Employment Service. 
These war workers would rank second 
only to the war veterans. The order of 
priority among war workers would be 
determined in part by their length of ser- 
vice in the war job. Such a program 
would tend to encourage workers to stay 
on war jobs and would reward those who 
had done so. It should be given serious 
consideration because with each passing 
day workers will tend more and more to 
seek post-war security with a consequent 
adverse effect upon production. 

Of course, it must be recognized that 
all schemes designed to give special priv- 
ileges to particular groups of workers 
will tend to be at the expense of maxi- 
mum efficiency in industry. There will 
be many potential workers who do’ not 
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fall into one of these two groups and 
who will be more competent than either 
veterans or ex-war workers. If this plan 
is adopted for war workers some pro- 
vision should be made for relative merit 
so that other workers will not be excluded 
from the job market. Finally, while some 
measure may be necessary to induce these 
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men to stay on their war jobs, it must 
also be remembered that these are the 
men in many instances who have been 
receiving the highest wages during the 
war. Unless adequate safeguards are es- 
tablished, those workers who profited 
most from the war will also be given 
special privileges after the war. 


HIGHER WAGES ARE UNDESIRABLE 


HE National War Labor Board now 
has before it the demands of several 
C.1.0. unions for higher wages and the 
request of A.F.L. officials that it “modify 
realistically” the Little Steel formula. 
The basic claim of organized labor may 
be summarized briefly. Under the Little 
Steel formula straight-time hourly wages 
may be increased only 15 percent from 
the level prevailing January 1, 1941. 
During the period since that date the 
official cost of living index has increased 
about 24 per cent while organized labor’s 
estimate contained in the Thomas-Meany 
Report shows an advance of 43.5%. 
Ergo, it is argued, since living costs have 
advanced more than wage rates, an up- 
ward adjustment should be made in the 
latter to compensate for the difference. 
Labor’s case is based on straight-time 
wage rates. But the changes in this lat- 
ter figure do not reflect adequately the 
relative status of labor. Earnings in con- 
trast with wage rates have been influ- 
enced by several other factors including: 
longer number of working hours, over- 
time premiums, upgrading of labor, 
shifts from low pay to high pay indus- 
tries, and various indirect concessions 
(e.g. portal to portal pay in coal indus- 
try). Because of these other factors, 
hourly earnings have increased more 
than 45% and weekly earnings by more 
than 67%. In addition, there has been 
an increase in the number of members 
of the family who are working (reflected 
in the additions to the labor force in the 
past three years), the receipt of allot- 
ments from those in the Armed Forces 
and a decrease in the number of people 
to feed and clothe in many households 
because of the increase in the Armed 


Forces. (Our civilian population has de- 
clined by about 7 to 8%.) 

Two other evidences of the improve- 
ment in labor’s position may be noted: 
(1) The steady increase in savings de- 
posits and (2) the fact that about $5 bil- 
lions of war savings bonds are being ac- 
quired annually under the payroll deduc- 
tion plus additional amounts sold during 
various drives. The combination of the 
above factors means that organized labor 
is vastly better off than before the war. 

In light of this improvement, it is clear 
that these claims for higher wages should 
be rejected. There are several other fac- 
tors which reinforce this conclusion. 
Further increase in wage rates will be 
inflationary for three reasons: (1) the 
purchasing power in the hands of work- 
ers will be increased, (2) the corporation 
taxes received by the Treasury will be 
reduced, thus necessitating additional 
bank borrowing, and (3) costs will be in- 
creased, thus necessitating higher prices. 
The latter development seems certain to 
occur in the steel industry which already 
is feeling the pinch on the basis of cur- 
rent wage rates. And this is at a time 
when operations are at capacity. It 
seems clear that when operations decline 
with the consequent increase in unit costs 
(because overhead is distributed among 
fewer units), serious losses may be in- 
curred. And we can be sure that reduc- 
tions in wages, when operations do de- 
cline from war peaks, will be strongly 
resisted, with increased possibility of 
business losses, bankruptcies or depen- 
dence on government aid. 

This suggests a final argument against 
granting a general wage increase—name- 
ly its post-war consequences. It is as- 
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serted by many competent authorities 
that industry is already saddled with a 


wage cost which may have serious reper-. 


cussions in the form of post-war unem- 
ployment. This condition has been ob- 
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scured because of the reduction in unit 
costs attending full capacity operations. 
It will become quickly apparent when vol- 
ume declines. Further increases in wage 
rates can only aggravate this problem. 


FUNDS FOR POST-WAR CONVERSION 


NE of the most comprehensive an- 

alyses of the funds to be available to 
meet various post-war needs is that con- 
tained in the Survey of Current Business 
for February 1944. The authors of this 
excellent article raise the question “Can 
Business Finance the Transition” and 
give comprehensive estimates of both 
the needs and the funds available to meet 
those needs. The following table indi- 
cates the funds expected to be available 
(in billions of dollars) : 


Corporate accumulation of cur- 
rency, bank deposits, and 
government bonds _ 23 

Non-corporate accumulation of 
currency, deposits and gov- 
ernment bonds _.. 10-15 

Provision for depreciation in 
first post-war year __ 

Net amount due from Govern- 
ment on output delivered be- 
fore January 1, 1944 ________ 

Net claims on uncompleted con- 
tracts 


5-6 


2-3 
7-11 


TOTAL _. _... 47-58 


A substantial proportion of the corpo- 
rate funds represent unused depreciation, 
liquidation of receivables and tax accru- 
als. To the above total must be added 
whatever additional funds are accumu- 
lated after December 31, 1943. Even 
after making allowance for errors in cal- 
culation, it seems clear that American 
industry will have available huge liquid 
resources to meet post-war demands. 


Against these funds, there are esti- 
mated claims of a maximum of $36 bil- 
lion to restore pre-war plant and inven- 
tories, to meet tax accruals, etc. The 
breakdown of this total is shown in the 
following table (in billions of dollars): 


Pay tax accruals 

“Reconversion” 

Replenish civilian goods inven- 
tory 

Equipment purchases (deferred 
plus current replacements) — 11 

Deferred maintenance (net) —.._ 2 

Reextension of consumer credit. 3 


Reconversion costs which are usually © 
viewed as the major element in estimates 
of post-war financial needs account for 
only a little more than 10% of this total. 
The major part of these expenditures 
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will be required to restore equipment and 
inventory to the position prevailing in 
1941. These data indicate clearly that 
the available funds will exceed the prob- 
able charges for this purpose by from ten 
to twenty billion dollars. Of course, some 
firms will find themselves pinched finan- 
cially, despite the record amount avail- 
able to industry as a whole. But if these 
figures can be accepted at their face 
value, such firms will be relatively few 
in number, and will generally be accom- 
modated by the banks. 

However, the problem to be solved is 
much greater than that of restoring the 
level of business activity that prevailed 
in 1941. The attainment of that goal 
would still leave many millions of per- 
sons unemployed. The problem, there- 
fore, is whether or not the excess funds 
noted above will be adequate to finance 
the expansion in business required to 
furnish the necessary employment. Pri- 
vate outlays for expansion of productive 
facilities and inventories in 1941 .aggre- 
gated about ten billion dollars, or a 
larger amount than for any other year 
in the past two decades. It seems prob- 
able, therefore, that in terms of the total 
picture, adequate funds will be available 
for business expansion, though the num- 
ber of firms which may require addition- 
al financing will probably be significant 
because of the uneven distribution of 
these funds. 

However, having the funds available 
will not per se insure the necessary ex- 
pansion in business activity. Fundamen- 
tally, what is required is an economic 
and political environment favorable to 
the use of these funds. Business men 
and investors will not undertake the 
necessary commitments if the future is 
beclouded with the spectre of widespread 
Government restrictions. 


A. B. A. Issues “Home Front” Manual 


The Commission on Country Bank Oper- 
ations of the American Bankers Association 
is sending to banks throughout the country 
its new manual, “The Home Front,” con- 
taining a program designed to help country 
banks “meet government-subsidized compe- 
tition, build business, and win farmer good- 
will.” 
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THE MODERN INDUSTRIAL PARTNERSHIP 


Record Proves Public, Labor and Investor can 
Benefit Mutually from Private Enterprise 
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J. F. LINCOLN 
President, Lincoln Electric Company, Cleveland, Ohio 


HE vaunt- 

ed “New 
Order” based 
on conquest 
and destruction 
and the greed 
of a few pow- 
erful political 
dictators is 
getting its just 
desserts. It is 
proving no 
match for the 
abilities and 
courage and productivity of the peoples 
of the Allied countries, where freedom of 
opportunity and reward for constructive 
enterprise have been the rule. 

But there is a New Order needed in 
industry, if we are to win the Peace, 
give employment to those who need it and 
opportunity for self-betterment to every 
deserving worker. We have seen abuses 
of industrial power under our system of 
“free enterprise’’—but we have also seen 
its record of providing a higher standard 
of living for the average worker, more 
military might, than any other system. 
The system does not need to be scrapped, 
for some Utopian dream-world, to correct 
the weaknesses. It is not necessary to 
let the baby go down the drainpipe to 
empty the dirty bathwater. 

When the conflict abroad has ended in 
our victory, we should make sure that 
it will not be continued in little pieces 
among labor, management and capital 
groups in our own country. The class or 
group strife which has broken out like a 
disease on the body of American industry 
calls for preventive treatment, not homi- 
cide. The record of many of our indus- 
tries proves this, and indicates what can 
be done when we give universal incentive 
to the greatest latent force for social and 


A typical meeting of the Advisory Board. 
From Employees Handbook 


individual pro- 
gress: the pro- 
ductive power, 
initiative and 
intelligence of 
the average 
person. 


Incentive vs 
Paternalism 


HAT 
centive re- 
quires the 
recognition of 
the mutuality of interests of every hon- 
est and able producer of labor, manage- 
ment and capital (tools of production). 
Opportunity and reward are not the re- 
sult of some social charity, some paternal- 
istic government plans; they come only 
from one place: better production. And 
like chemists we must work with the in- 
gredients at hand. Selfishness has al- 
ways been and always will be the motive 
and guiding force of accomplishment. 
But misdirected it brings only conflict 
and ultimate loss to all. Alloyed with in- 
telligence and knowledge of the facts of 
industrial—or agricultural or profession- 
al life, it can put the emphasis in human 
relations where it belongs—not on the 
differences of opinion or desire alone, 
but on the community of interest. What 
is true of the family should be true of 
industry. Labor, management and capi- 
tal can form a working partnership that 
will bring new life, new hope and greater 
real prosperity and health, after this 
war, than we have ever seen. 
Fortunately, we need not do this post- 
war planning by guess-work or with our 
wishbone. Here is a dollar-and-sense 
case history of a company that has 
proven that the worker, the manager, the 
investor, and the CUSTOMER, can and 
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do all benefit together. 
our own case here at Lincoln =4 
Electric Company, and the rec- 
ord goes back through three 
wars and several depressions 


It is pa ee 
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to 1896. It is another story 
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of small beginnings developed 





into a_ sizeable’ industry, 
through application of the 
principles of Democracy to business. 


The Record in Dollar Terms 


N that year the company started with 

$150 (of borrowed money). It has 
been built by its own people into a com- 
pany valued today in the millions, and 
with sales last year totalling $33,000,000. 
But the important thing is the record of 
rewards to those who run it and those 
who buy its products. Here it is, from 
1929, through depression and now war. 


To the Employee: The average annual 
wage paid to company workers has in- 
creased from $2,100 in 1929 to over 
$5,000 in 1943; more than double. After 
a slight decline in 1930, a low of $1,500 
was touched in 1933, followed by four 
years of rapid rise, a temporary set-back 
in 1938 and a continued increase since. 
This average wage, even at the low, has 
consistently been several hundred dollars 
higher than average wages in either the 
machine tool or electrical machinery ap- 
paratus and supply fields (in which this 
company operates), and the substantially 
larger payments to Lincoln workers has 
been the result of a bonus plan. 


To the Investor: Dividends have been 
paid in every year since the first pay- 





ment in 1918. In 1929 they were $1.75 a 
share; by 1941 they had increased—with 
a levelling off in 1930-3 and a drop (from 
$6.00 to $4.50) in 1938—to $8.00 a share 
in 1941 and to $6.00 in 1942 and ’43. The 
average for these years has been over 
$4.00. 

To the Consumer: During this same 
period the selling price of both major 
products has been lowered sharply. For 
example, the 200 ampere welding ma- 
chine (which cost the buyer $1475 in 
1917) was sold at $725 in 1929 and low- 
ered in price each year—except for a 
slight increase in 1931—until the same 
type of machine could be bought in 1943 
for $190. Compared with similar capa- 
city motor generator sets of other manu- 
facturers, used for other purposes, this 
company’s welders are all approximately 
half the price. 


Human Relations + Know-How 


OW has this been accomplished? 

How can it be accomplished by 
American industry so that all three part- 
ners in production: the provider of labor, 
the provider of management, the provider 
of capital tools (mostly the same people), 
may benefit together from the re-creation 
of peace production? 


Obviously, no amount of 
effort, no improved technique 
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ELECTRICAL MACHINERY 


Selfishness, based on human 
needs and abilities. Not im- 
posed from the top down, or 
handed out as “benefits,” but 
introduced after study and 
discussion by the Advisory 
Board. 
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This Board, formed in 1914, was made 
up of representatives chosen. by the peo- 
ple in each department, and foremen 
representatives, with the plant superin- 
tendent and president. It has authority 
over all matters affecting the workers 
and shop operations, and is in fact the 
board of directors for the plant. 


A Program, Not a Panacea 


ERE are major actions it has taken, 

beginning in 1914 with decrease of 
hours from the then standard 55 a week 
to 50, with a 10% increase in wage rates. 
The same year a piecework plan was 
adopted which has proved so satisfactory 
that no change has been made to this 
date. The next year life insurance, 
equivalent to a year’s wages, was pro- 
vided for every employee at no cost to 
him. 

The initial bonus payment was made 
in 1918—tthe silk-shirt era—amounting 
to half the then dividend in percentage. 
This plan was subsequently found unsat- 
isfactory mainly because of lack of mu- 
tual understanding which experience has 
since provided. The new plan, now in 
operation, was started in 1934. 

In 1923 the innovation of paid vaca- 
tions was introduced, and the plant has 
shut down two weeks in August ever 
since—until the war emergency—to ac- 
commodate this policy. During recent 
years there has been no shut-down, but 
employees have received equivalent vaca- 
tion pay over and above regular pay. As 
a result of the offer of stock to employees, 
first made in 1925, more than half the 
normal employees are stockholders, and 
own the majority of the company capital. 

One of the very early “Suggestion Sys- 
tems” was established in 1929, open to 
all but engineers and time-study or oper- 
ating efficiency men, with cash awards, 
and resulting in a great many substan- 
tial improvements. 


Profit Sharing 


F a profit system is to be maintained 
as the bedrock of American industrial 
life it seems certain that the majority 
of labor as well as investors must find it 
of tangible benefit, and our own expe- 
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rience has been conclusive that profits 
are the result of contributions by work- 
ers as well as by managerial and sales 
skill and use of capital machinery. While 
most of the company workers share in 
profits through stockholding, this is a 
moderate sum in relation to the payroll, 
and some more direct participation 
seemed desirable. In 1934 the present 
method of bonus payments was started 
and has enjoyed continued approval, even 
allowing for the sharp reduction in 1938. 
On December 11th the tenth annual 
bonus, amounting to $3,000,000, was paid 
to 1,300 employees. 

The president necessarily reserves 
power to determine these payments, (sub- 
ject of course to federal emergency con- 
trols) but except for two years pay- 
ments have increased each year during 
peace-time since 1934. This is not to say 
that such a record can be continued in- 
definitely, as industry operates on a 
profit-and-loss basis, but with successive 
increases in sales and efficiency of pro- 
duction, and reserves in good years 
against the bad, a fairly constant record 
of bonus payment should be possible. 





Charlie Wilson’s new home, bought 
through income from employees’ 
incentive plan. 
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Since the average worker is in no posi- 
tion to bear losses, it is up to manage- 
ment to temper these in good times with 
caution and building up a reservoir to 
even up the valleys. 

Another sound policy of reserves is 
that for depreciation of machinery. It 
is recognized that this applies to depre- 
ciation in the human capacity for work 
as well, so in 1936 the Board installed an 
annuity plan to provide retirement bene- 
fits. Five years later a trust fund was 
set up for workers. 


A Philosophy of Business Living 


HESE are highlights of a philosophy 
of industrial cooperation put into 
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practice. It is selfish to exploit at the 
cheapest possible rate. It is not intel- 
ligent, as I think any will agree from a 
comparison of productivity of the Lincoln 
worker with that of companies in this 
or other industries using similar raw 
materials. While sharply increased sales 
since 1932 (excepting the year 1938) 
have been the source of income support- 
ing the general record of the company, 
the worker productivity along with im- 
provements inaugurated by the board and 
by management have the basis of better 
service to all. 


The objective of applying democracy 
to industry through the employees’ Board 
and extending the benefits of the profit 
system to employee, employer, investor 
and consumer, is, we believe, essential to 
the health and progress of private enter- 
prise. Such partnership puts the empha- 
sis where it belongs—on the mutual bene- 
fits, rather than the negative differences, 
of labor and capital. 


The results have been a return to 
workers higher than that paid in factor- 
ies with anything like comparable skills. 
The declining selling prices made pos- 
sible by keenly interested, conscientious 
and carefully trained experts, is reflected 
in the constant growth of sales volume, 
gross as well as unit. There has been 
practically no labor turnover and condi- 
tions of work and of reward and security 
have made a union organization of labor 
unnecessary, for which great credit is 
given to the effectiveness and democracy 
of representation through the Advisory 
Board. 


Stockholders, both in and outside the 
plants, are receiving payment for the use 
of their capital which is a continuing in- 
ducement to saving, investment in the 
company and maintenance and improve- 
ment of the system of private enterprise. 
Other companies and industries may 
have some varying requirements. It 
seems logical, however, to say that the 
basic principles of democracy as applied 
to industrial life, the reward of initiative 
and cooperation, are essential to the pat- 
tern of a successful economy and to sta- 
bility of free enterprise and employment 
in the post-war world. 





CAPITAL MANAGEMENT 


DIGEST SECTION 


Highlights of discussions on current economic 
topics from leading publications and addresses. 


POST-WAR TAX REDUCTIONS 


WENDELL L. WILLKIE 


UR wartime taxation program, both couraging venture capital to flow into new 
corporate and individual, must be enterprises, and this means that we must 


completely revised when peace comes. find a practical way of relieving new en- 
The corporation tax should consist sim- terprises from crippling taxation for a rea- 


; : sonable period. 
ply of a single, ungraduated tax applic- And, finally, we should thoroughly in- 


able to the net income of all corporations quire into all forms of incentive taxation by 
earning more than a given amount per’ which business and industry can be stimu- 
year—say $25,000 . ‘ lated to adopt poli- 
or $50,000. The WW , cies that will expand 
rate on corpora- SS Dost) WUE?) employment and ad- , 
tions earning less = vials: a vance the welfare of 
than $25,000 or : . : Sa | = Society. 
$50,000 should be : Z In the interests of 
somewhat lower. . ; stability we should 
This single corpor- > also liberalize the 
ation tax would sup- present provisions 
plant the piecemeal by which businesses 


growths which make aN = are entitled to carry 


up the present tax ee : = Z forward losses for a 
structure. It would = - : period of two years 
permit a sane, sim- vaiel only. In order not 
plified tax structure. > a to penalize bus- 
The wartime excess or / inesses subject to 
profits tax should be An ~< A cyclical fluctuations, 
repealed. It would “OR NEAT y this period should be 
be well to recognize Mee LSS extended. 
in peacetime that ex- a Lig hi — Tas Corporation divi- 
cess profits taxes of v - NAL RROS j dends suffer a dou- 
all kinds frequently . wsettyt SS ble tax, one at 
punish the compe- ‘ . eo : their source in the 
tents in comparison af s form of a corpora- 
with the incompe- _y wa tion tax and the 
tents, and have a we LEE other at their outlet 
way of creating in- ‘ LXE: in the form of the 
equitable competitive © 1944, ¥. ¥. Fetbuns, fas. individual income 
advantages and dis- tax. On the other 
advantages which retard industrial advance hand, interest payable on bonds is a deduct- 
and cost the economy as a whole more dol-__ ible item in the corporation income state- 
lars than they yield to the Treasury. ment, before taxes. The effect of this ar- 
We should also repeal the so-called “guess- Yangement is to encourage corporations to 
ing game tax,” which consists of two parts, finance themselves by debt rather than by 
the Declared Value Excess Profits Tax and equity. , : 
the Capital Stock Tax. These accomplish And such financing has evil results be- 
no constructive purpose. pe it — up a a debt roa 3 
: _ which greatly aggravates depressions an 
We must devise ways and means of en increases the danger of bankruptcy. Also 
At New York Times Hall, February 2, 1944. it discourages new venture capital. 
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This situation should be corrected by 
eliminating the present double tax on divi- 
dend payments. The various possible meth- 
ods for doing this raise complicated techni- 
calities. But the objective of all the meth- 
ods is simple enough—to stimulate equity 
financing and thus to make our entire sys- 
tem more flexible. 


During the conversion period thousands 
of men and women whose long hours of 
work have been indispensable to the war 
effort may well find themselves, at least 
temporarily, without jobs. 


The Government, of course, must guar- 
antee their subsistence; yet they will be 
much better served if private industry pro- 
vides them with adequate severance pay. 
In order to encourage this, appropriate leg- 
islation should be passed at once to enable 
employers to set up reserves earmarked 
for this purpose. 

In addition, I believe that other measures 
should be explored by which to encourage 
business to convert itself rapidly to peace- 
time production and to mitigate the losses of 
conversion, 

The post-war will bring the need for 
changes not only in business taxes but also 
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in taxes on individuals. When our economy 
is adjusted to peacetime production our 
post-war aims of full employment, full con- 
sumption and full production require a low- 
ering of all taxes affecting the people’s 
power to consume. For in order to maintain 
the economy at a high level of production 
and so provide the maximum number of jobs 
it is essential to plan a post-war tax pro- 
gram that will take away as little as possi- 
ble of the money normally spent by indi- 
viduals on consumer goods and services. 

This means a reduction, and in some in- 
stances the elimination of excise taxes on 
non-luxuries. In addition, it means a low- 
ering of the individual income tax, particu- 
larly in the lower and middle brackets. 

I have put forward these tax suggestions, 
not as a comprehensive plan but as illustra- 
tions of the kind of measures I believe to be 
necessary, now and in the future, in order 
to preserve for ourselves, our fighting men 
and our children a system operated by free 
men on their own initiative. A system that 
will unleash the energies of our citizens, 
that will give them a chance to get ahead, 
that will allow the establishment of new 
industries that will raise the living stand- 
ards of the people. 
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POST-WAR DEMOBILIZATION 


A Summary of the Baruch-Hancock Report 


UR specific assignment was to study 

the immediate demobilization poli- 
cies which have to do, necessarily, with 
the stimulation of the war effort, since 
victory is the first essential, and’ with the 
preparation for peace to follow victory 
—to win the war and to prepare for 
peace. 

In the development of this theme we 
find certain considerations to be of first 
importance. They include: 

1. Getting us all back to work in peace- 
time enterprises. This may require a spe- 
cial authority under the Director of War 
Mobilization to give its entire attention to 
the problem of bringing jobs to all workers, 
with emphasis laid upon the returning ser- 
vice men and service women who are our 
first concern. 

2. Taking the Government out of bus- 
iness by: 

(a) Payments for work done and work un- 
der way. The Government must pay its 
debts, and pay them quickly and fully, 
so that business will have its working 


capital freed for payrolls and pur- 
chase of materials. 


These payments can be made with 
ample protection to the Government 
against fraud. 

Move out and store war materials from 
plants so as to make room for equip- 
ment and materials for civilian pro- 
duction. 

Centralize the control and disposal of 
surpluses of all types in such a way as 
to bring them into ready and effective 
use and insure orderly markets. 

A general tightening up of the industrial 
war front so as to finish the bloody business 
with finality. 

4. Spreading acceptance by war con- 
tractors of the “Uniform Contract Article.” 

5. Place all war agencies under running 
review to cut them down as their work 
dwindles; also review of all war industrial 
controls. 

6. Immediate extension of laws govern- 
ing price control, priorities and requisition- 
ing’, all three expiring this year. 

7. Early engineering on public works 
to be ready if needed to fill in the valley 
of unemployment. 


8. Provide credit means for those re- 
quiring it during the adjustment period, 
particularly for the smaller business groups 
and returning servicemen. 


9. Prepare now for future action reducing 
taxes, from war to peacetime levels, there- 
by providing necessary incentive for initia- 
tive and enterprise and stimulating em- 
ployment. 


10. Prepare an Emergency “X” Day Re- 
conversion Plan to be used in the event of 
a sudden collapse of Germany so as to en- 
able us to go on with our crusade against 
Japan and at the same time to prevent the 
dislocation resulting from lack of prepar- 
ation. This phase of the broader plan is 
to be worked out by the armed services with 
the War Production Board. 


As one indication of the size of the job, 
about $50,000,000,000 of the current annual 
production represents strictly war goods— 
which, when peace comes, we will stop mak- 
ing. This gap must be filled in large part 
by civilian production and services, if we 
are to keep the needed volume of employ- 
ment. The demobilization of the armed 
forces will come gradually. 


The problem of demobilization, though 
difficult, is soluble, if we create the atmos- 
phere in which private initiative and re- 
sourcefulness—the traditional American 
spirit—can again take hold. 


It is an easier task to convert from peace 
to war than from war to peace. With the 
coming of war a sort of totalitarianism is 
asserted. The Government tells each bus- 
iness what it is to contribute to the war pro- 
«ram. With peace, the opposite becomes true. 
Each has the right to make what he pleases. 
Governmental direction and aid disappear. 
The markets become free and each individ- 
ual is dependent upon his vision, his cour- 
age, his resourcefulness, and his energy. 


There is no need for a post-war depres- 
sion. Handled with competence, our ad- 
justment, after the war is won, should be 
an adventure in prosperity. 


Finally, while the producers should be 
restrained from excessive profits during the 
war, the workers as long as hostilities are 
on should refrain from strikes. No griev- 
ance, however just, should be permitted to 
slow our march to victory. 
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HOW CREEPING SOCIALISM RUINS BUSINESS 


1944 


J. M. MACDONNELL 
President, National Trust Company, Ltd., Toronto, Ont. 


HE problem of peace which over- 

shadows all others is employment. 
This has not only an economic impor- 
tance the effect of which cannot be exag- 
gerated, but it is important as a repay- 
ment of a debt due to the young men and 
women in the Forces. 

However, there is real danger that we 
may pull against each other. This is il- 
lustrated by the attempt now being made 
to distract the citizens of Canada between 
two contradictory economic methods— 
the method of private enterprise and 
public ownership of the means of pro- 
duction, including credit. 

Under our present system, public own- 
ership can develop under conditions more 
than fair to it. If, however, we adopt a 
system with full Socialism as its aim, pri- 
vate enterprise will not have anything 
like a fair chance. 

Here is the final objective of Social- 
ism, as set out in “Democracy Needs So- 
cialism,” written by leading members of 
the C. C. F. 


“The major proposal of Socialism is 
the public ownership of the mines, for- 
ests, power resources and chief industries 
of Canada, and their operation according 
to a national economic plan in the inter- 
ests of the whole community. *** The 
anarchy and waste of capitalism must 
give way to planned production and dis- 
tribution.” 


Socialists realize that the public would 
not consider taking this in one jump. 
They are doing their utmost to convince 
the public that Socialism will at the out- 
set affect only a few so-called monopolies, 
and that all other business, so long as it 
serves the public, will not be disturbed. 
Finally they point to the fact that there 
is already considerable public ownership 
under our present regime and suggest 
that therefore the change to theirs will 
involve nothing violent or disturbing. 


From address to Annual Meeting of Sharehold- 
ers, Jan. 25th. 


Let us come to grips with this picture 
of Socialism as a painless and impercep- 
tible process. Let us also have in mind 
that if the proposals of Socialism make 
business harder to carry on, to that ex- 
tent the prospects of post-war employ- 
ment will be injured. 


In the last fifty years we have had 
public ownership stepping in here and 
there, particularly in operation of public 
utilities, without any violent dislocation. 
One can then ask why both public own- 
ership and private enterprise cannot con- 
tinue to develop freely side by side. 


Many people would be surprised to 
learn that even the minimum changes 
proposed by Socialists will shake the very 
foundations of private enterprise to the 
extent that the whole structure may col- 
lapse. Socialists desire that all credit 
should be placed under the direct con- 
trol of the state. The state of course in 
Canada has indirect control of all credit 
since the creation of the Bank of Canada. 
Credit is the life-blood of all business, 
large and small: farmer, miner, fisher- 
man need it as much as the large corpo- 
ration. If credit breaks down, every- 
thing breaks down. 


Socialists do not seem to understand 
that in essence credit is the creation of 
dynamic relations between human beings 
which arise from mutual confidence. That 
relationship could not exist for any time 
if there was basic disagreement between 
lender and spender on the whole under- 
lying position of our economic organiza- 
tion, or if the relation between lender 
and borrower is a relation between two 
individuals where the power is all on 
one side. 


A Typical Result 


In the past there have been a number 
of banks competing for business, all keen 
for new accounts. If the borrower failed 
to obtain what he wanted from one, he 
could persuade another that he was cred- 
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it-worthy. Further, he was dealing with 
people whose whole training led them to 
assist expansion and who were accus- 
tomed to take legitimate business risks. 

Now imagine the same man seeking 
credit under a system of state credit. 
He approaches the credit controller feel- 
ing like an outcast who has to deal with 
distant and rather indifferent relatives. 
He knows that he is only tolerated as a 
temporary even if necessary evil. He has 
every reason to believe that he will be 
taken over in due course, and he has no 
means of knowing when. How many 
years has he to carry on? Is he high up 
or low down in the list for taking over? 
Will the whole industry in which he is 
engaged be taken over or will the gov- 
ernment enter into competition in the 
industry, with the government company 
operating on probably specially favorable 
terms, and force him to the wall? If the 
first alternative happens, what compen- 
sation will he get? If the last alterna- 
tive, will he get any? 

But let us assume our business man 
is a hardy, courageous fellow who de- 
cides to carry on, to take his chance. In 
the first place there is only one source 
of credit. The credit controller presum- 
ably has been chosen because he either 
is or has to appear to be a believer in 
the fully planned economy. 

The controller’s position in considering 
the loan is not too enviable either. His 
career depends on not making undue loss- 
es. He will be conscious of the fact that 
under Socialism his borrower is in a 
weakened position if only because it is 
uncertain how long government policy 
will permit him to carry on. 

But our private borrower is not in this 
position. Even if it does not suit gov- 
ernment policy to bring his operation to 
an end immediately, the government can 
hardly favor his permanent continuance, 
and the credit controller will probably 
have the feeling that his political chiefs 
will not be displeased if things don’t go 
too well with the business. Indeed the 
controller will have to make sure of the 
intention of the political chiefs toward 
this business. 

The controller may even have a list of 
the prescribed businesses and may know 
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that the borrower’s business is due to be 
taken over at no distant date. There- 
fore, even if our borrower obtains credit 
at the outset, he will have little reason 
to feel comfortable about the future. He 
can hardly have a hope that he will be 
allowed to carry on and strengthen his 
position sufficiently to meet the ordinary 
hazards which business men must face. 
One might say that at best he will be 
given just enough credit to keep his head 
comfortably not above but below water. 

Under a government believing in free 
enterprise, as at present, private enter- 
prise and public ownership can go ahead, 
operate freely, without fear of discrim- 
ination against public enterprise, adjust- 
ing the balance between them as public 
opinion from time to time demands. 
Meanwhile no injustice is being done to 
public ownership, no bridges are being 
burned, nothing irrevocable is happen- 
ing. On the other hand, the very mini- 
mum changes which Socialists suggest, 
namely, the socializing of credit if they 
get into power, has a profound and im- 
mediate effect on all business of every 
kind. 


Missouri's 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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THE COST OF CAPITAL TOOLS 


ENDERS M. VOORHEES 
Chairman, Finance Committee of United States Steel Corporation 


SHALL direct attention to two main 

points: First, to the growing ten- 
dency to confuse costs and income and 
to tax as income what are really costs; 
and second, to the imminent danger that 
the upsurge of certain government-con- 
trolled costs pressing against govern- 
ment-controlled prices will defeat the tax 
system. In either or both events, the 
result is a levy on the tools of production 
and exchange—call it a capital levy if you 
like—which will render all business en- 
terprises helpless to produce more and 
better goods in the years to come. 


U. S. Steel is broadly only a consolida- 
tion or gathering together of the tools of 
production (manufacturing plants, mines, 
railways, steamships, warehouses and the 
like) and the tools of exchange (such as 
stocks of goods needed to make the ex- 
changes). These tools of production and 


exchange, sometimes called capital, are 


used in a cooperative effort to do more 
and to do it better than could the indivi- 
dual. No business corporation has any 
mystical power to operate and to hire 
men if it has no customers, nor to turn 
out first-class, well-priced goods with 
worn-out tools or against costs beyond 
the control of management. This truth 
ought to be obvious, but apparently it is 
not so to at least a part of our people, 
who hold the notion that a corporation 
has within itself the independent eco- 
nomic power to dictate price, quality and 
quantity to the customer and therefore 
the power to pay taxes, wages and other 
costs without limit. 

There can be only one kind of (corpor- 
ate) income: the figure obtained by sub- 
tracting all the costs from all the receipts 
from customers. It is confusing to insert 
sub-totals. All the costs within a fiscal year 
cannot be determined during the year. Sub- 
heads such as “profits before taxes” are in- 
accurate. A business never comes to a dead 
stop except at dissolution and therefore the 
figures designated as “net income” and as 

Excerpts from recent statement before Finance 

Committee of the United States Senate. 


“profit” are not terminal figures, but mere- 
ly estimates. 

If corporate managers take a period as 
closed and declare dividends on the results, 
or if taxing authorities take the period as 
closed and tax on the results, it may come 
about, through the emergence of costs after 
the fiscal period, that the managers have 
been declaring dividends and the author- 
ities have been taxing on what were really 
costs disguised as income. 

The nature and efficiency of tools and the 
manner of their use by men determine the 
scale of our national living. By the use of 
tools, a man’s work for an hour in 1902 
resulted in 29.7 pounds of steel. By 1942, 
the tools had so improved that the hour of 
work resulted in 60.6 pounds of steel. The 
hours worked in 1942, with the tools of 
1902, would have resulted in 10.1 million 
tons. The actual shipments in 1942 were 
20.6 million tons. 

Tools can come from only three sources— 
Wear and Usage, from Carried Forward 
for Future Needs, and from funds from 
new owners. Wear and Usage contemplates 
the replacement of tools as they wear out. 

The decline in Federal tax revenues from 
U. S. Steel means that government, to col- 
lect as much tax money, must turn to some 
other point in the economy. In a wartime 
economy, the controls imposed by govern- 
ment affect the normal relationship by 
shifting the cost from one group to another. 
Our record shows that, with fixed prices 
and rising wage costs, government revenues 
from corporate taxes decline and must be 
recouped by additional taxes on the public 
generally, or by liquidating the return to 
owners. Fixed selling prices mean that 
costs push one another around inside enter- 
prise, with a resulting squeeze first upon 
the owners, then upon government and, 
finally, upon workers and the public. 

The presentation of cost elements com- 
mon to every business makes wholly appar- 
ent the small discretionary power the man- 
agers now have with respect to major costs, 
and reveals that certain kinds of demands 
may not be demands on the corporation at 
all but actually demands on the customer. 
If the customer does not pay a price cover- 
ing all costs, industry loses the power to 
sustain itself. 
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A REPORT TO THE PUBLIC BY 
JOHNS-MANVILLE 


Highlights of our second full year 
of wartime operation 


H°” well American industry is doing 
its wartime job is now known to the 
American public. They know that during 
1943 production miracles were performed 
to make our fighting men the best equipped 
in the world. 

The road to Victory will be hard and 
long. We must continue to supply our 
armed forces with everything they need. 
But some day peace will come and Amer- 
ican industry will face the enormous task 
of converting our factories from war pro- 
duction to the making of the many things 
we want and need. 

The problems will be difficult. We at 
Johns-Manville are facing these problems 
squarely, with full recognition of our re- 
sponsibilities and our obligations to the 
public, to the Johns-Manville men and 
women now in service, to our present 
employees and to our stockholders. 

We now have $10,000,000 deposited in 
a Fund for Deferred Expenditure to meet 
the unusual contingent obligations created 
by war, to care for capital expenditures 
which would have been made during the 
war years if it had not been for war con- 
ditions, and to help finance necessary post- 
war developments. 

Part of this Fund is intended for the 
peacetime expansion we believe probable, 
and will help provide employment for our 
men and women now in the armed services 
when they return. In such expansion will 
lie the future opportunities for all of us. 

We know that our obligations can be met 
only by devoting all our abilities and in- 
telligence to keeping our company sound 
and healthy, and by anticipating and pre- 
paring for the future. 


These are a few of the products coming off the Johns-Manville production lines: 


We publish below highlights of our 
annual statement as a report on the pro- 
gress we have made for 1943. 
$107'4 million 


Total Income 


For all costs 
(except those shown 
below) 


To employees for salaries 
and wages 


$ 48 million 


$ 4314 million 
To government for taxes $ 1114 million 


To stockholders in 
dividends $ 2. million 


Leaving in the business $ 225 million 


* Wages and salaries in 1943 were 17% 
greater than in 1942. Employees numbered 
14,100 or 1,100 less than the year before. 


* Taxes were equivalent to $13.56 per share 
of common stock or $817.64 per employee. 


* Earnings after taxes were 4% cents per 
dollar of total income, compared to 5 cents 
last year. 


* Dividends of $7.00 per share were paid on 
the preferred stock and $2.25 per share on the 
common stock. 


* Army-Navy “E” awards were made at our 
Manville, N. J., and Lompoc, Calif., factories 
and a second “E” award was made at the 
Kansas Ordnance Plant built and operated 
for the War Department by Johns-Manville. 


* More than a thousand products manufac- 
tured by Johns-Manville are now serving our 
armed forces and our war industries, such as 


Johns-Manville will continue to focus all its 
energies on the production of war materials 
needed by our fighting forces, and repeats its 
pledge that—when peace is won—we again will 
produce more and better things for the kind of 
better living for which our country is fighting. 


PRESIDENT, JOHNS-MANVILLE CORPORATION 


Insula- 


tions for ships, steel mills, synthetic rubber plants and other vital war industries; packings, gaskets, 
brake linings for war machines; building products for war construction; Celite products for cam- 


ouflage paints; asbestos fiber; bombs and shells. 


Those desiring more complete information should refer to a booklet containing 
the formal Annual Report to Stockholders which we will be glad to furnish on 


request. 


Address Johns-Manville Corporation, 22 East 40th St., New York 16, N. Y. 
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POWERS, POOLS AND DEBT 


WALTER S. McLUCAS 
Chairman of Board, National Bank of Detroit 


Digested from annual report to Stockholders 


FTEN, recognizing a risk removes 

much of its potential harm. Our 
major dangers within the country ap- 
pear to arise from three sources—the 
extraordinary grants of power, the pool- 
ing of resources and the expansion of 
the Federal debt. 


The placing of unlimited powers in the 
hands of the executive arm of our Govern- 
ment, necessary as this may be during the 
period of the war emergency, tends to defeat 
the workings of our democratic processes. 
The system of checks and balances upon 
which we depend and upon which our theory 
of Government is based is missing. This 
makes it easier for pressure groups, com- 
prising segments of the population, to gain 
advantages. Such gains by any one group 
are at the expense of the rest of the popula- 
tion because there is no profit in war. 

Social improvement is an element always 
present in a democracy. It represents the 
very essence of democracy—the freedom of 
a people to work out their destiny in ac- 
cordance with the desires of the majority. 
The ability of a nation to support a pro- 
gram of security or a scale of wages or a 
level of profits or prices cannot be accur- 
ately measured in a period of wartime activ- 
ity. These are questions which can safely 
be determined only over a period of time 
through the workings of the democratic pro- 
cess and they can be made a permanent 
part of our national life only as we acquire 
the ability to support them. 

Constant vigilance on our part to insure 
that the powers are used only for the pur- 
poses for which they were granted is our 
safest course and we must see to it that all 
such extraordinary powers are withdrawn 
immediately at the close of the war. 


Danger in Pooling Resources 


There are many reasons why the pooling 
of resources constitutes a source of danger 
to American institutions. Our normal eco- 
nomic and social systems are founded upon 
the principle of private, competitive busi- 
ness enterprise. Now, competition has been 
largely suspended. This means that compe- 
tition between business concerns for cus- 


tomers, competition between men for jobs 
and competition between industries for new 
processes and new products has ceased to 
exist. Inevitably under such conditions ef- 
ficiency deteriorates and costs rise. So we 
shall arrive at the end of the war with a 
cost structure ingrained in the business sys- 
tem, which cannot possibly be supported on 
a peacetime basis. It is being supported 
now on borrowed money—that is, by using 
up wealth heretofore created. 

Another danger, inherent in this situa- 
tion, arises from the tremendous difficulties 
attendant upon unscrambling the resources 
of physical plant, management and labor 
which have been pooled, and directing their 
efforts again to competitive production of 
peacetime goods. This is the so-called job 
of reconversion. It is not prudent to rely 
solely upon government to prepare for re- 
conversion—every business and every indi- 
vidual would do well to prepare also. Busi- 
ness should plan for financing and for other 
requirements prior to the day of need. 


Effect of Debt 


It is inevitable that the existence of a 
huge governmental debt will affect the life 
and fortune of every individual. Taxes 
represent a first mortgage on the earnings 
of everyone. Federal fiscal policy which 
normally would be guided in the direction 
of assisting the people in their struggle for 
a better and richer life must now have for 
its primary and guiding purpose the hand- 
ling of the Federal debt. The greater the 
debt becomes the more rigid must be the 
control by government over the lives of the 
people. In this situation lies the loss of 
liberty—a loss which may be tempered by a 
wise handling of our fiscal matters, but a 
loss nevertheless. 

From the Federal deficits of the thirties 
followed by the wartime deficits we are ex- 
periencing has come a condition of unbal- 
ance in our economy with which we now 
have to deal. The impact of this unbalanced 
situation is twofold: the size of the resultant 
debt and its carrying charges act as a brake 
upon both individual and corporate initia- 
tive; the presence of the debt in our econ- 
omy brings confusion into our system of 
money and banking. 
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A realization of the meaning of the first 
of these should lead us to require that our 
government limit its expenditures to those 
absolutely necessary to the prosecution of 
the war and to the functioning of vital gov- 
ernmental operations and at the same time 
to require that taxes, admittedly high in 
view of the size of the debt and of continu- 
ing wartime expenditures, be levied fairly 
and courageously over the whole body of 
the American public so that each will pay 
his part in accordance with his ability to 
pay. Neither of these principles is being 
followed at the present time. 

Of equal importance to the size of the 
debt are the methods used to finance it. 
Too great a portion has been handled 
through placing United States Government 
securities with commercial banks, and this 
has resulted in writing up the nation’s sup- 
ply of bank money. This practice leaves us 
today with an overabundant supply of money 
and renders the usual control over our econ- 
omy, normally exercised through the Federal 
Reserve System, less effective. 

With automatic controls impaired and a 
wartime shortage of consumer goods for 
which there is an abnormal demand, it has 
been thought necessary to resort to ar- 
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bitrary controls—rationing and price and 
wage fixing. Such controls are now a part 
of our wartime economy. While there have 
been some outstanding exceptions, this sys- 
tem has worked reasonably well, though 
arbitrarily, and it doubtless will be neces- 
sary to continue with it during the war. 
Probably the American people will demand 
and get an ending of such controls when 
the war is over. At that point, and until 
peacetime goods are available in quantities 
sufficient to satisfy the pent-up demand, 
may come the period of greatest upward 
pressure on prices. 

The rise in prices at that time, or in the 
event that arbitrary controls remain in 
force, the duration of such controls will be 
measured by three conditions: First, the 
speed with which industrial reconversion is 
accomplished. Second, the extent to which 
individuals finance the Federal deficit from 
this point forward, thereby avoiding a 
further inflation in our monetary supply. 
Third, the degree to which individuals re- 
tain their investments in United States 
Government securities during the war and 
at its close, thus keeping buying power out 
of the market until a plentiful supply of 
peacetime goods is in existence. 





* 


Trust service in Illinois 


QO" OF-STATE trust companies and lawyers will find 


this more than half-century-old institution especially 


well equipped through long experience to assume the 


ancillary administration of trusts and estates in Illinois. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET—CHICAGO 
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For All Americans ... 


“To induce the fullest possible participa- 
tion by American workers in the de- 
termination of our national policies and 
the selection of our government leaders.” 


pee statement prefaces a skillfully 
prepared little booklet “Political 
Primer for All Americans,” one of a 
series being distributed in great num- 
bers by the C. I. O., priced at 5c but 
more effective than most political tracts 
or civics books costing as many dollars— 
because of its realism. There aren’t over 
2,000 words of text, but in plain lan- 
guage and with directness of purpose it 
provides a most practical guide. 

Its realistic candor is illustrated by obser- 
vations such as the answer to “What’s the 
use of voting,” that “politicians are no more 
corrupt than the people who elect them,” 
and the example cited of people who demand 
a fine school-system—with the faculty staff- 
ed with relatives—or traffic reinforcement 
along with ticket fixing. Urging contribu- 
tions to political chests, the authors show 
they know psychology in remarking that 
people are inclined to take more interest in 
causes they support financially. Rightfully 
it pricks the illusions of most civics courses 
along with the complancency of voters who 
gripe more than they work for good local 
representatives. Ten steps in the making and 
advancement of a precinct captain are listed 
—which perhaps only 
2% of voters know 
about, and a few words 
about the caucus and 
finances are pertinently 
made. 

The announced ob- 
jective of developing 
civic leadership from 
labor is definitely in 
order—as it is for bus- 
iness- or professional 
men—but what could 
have been an admirable 
contribution to good 
citizenship and demo- 
cratic practice is dese- 
crated by an assump- 
tion that only labor 
(and supposedly the 
Sidney Hillman fac- 
tion) knows what is 
good for the country, 
is fair and _ honest. 
Its spiky criticism 


TEAMWORK 
An Editorial Without Words 


of the “anti-labor press”—if there is 
such a thing—for carrying reports about 
strikes or anti-union speeches or labor 
racketeering does not sound much like 
the democracy they claim to love. Nor 
does the statement that the N.A.M. is spend- 
ing millions in schools and churches on 
propaganda “poisoning the minds of teach- 
ers and children” come with much sincerity 
at the same time that such publicity is be- 
ing circulated extensively, backed by labor 
union chests, with the stipulation that mem- 
bers should not split their vote and power 
but follow the leadership of the CIO Com- 
mittee for Political Action. 

Certainly, business organizations have 
spent money in political halls and special 
groups have blotted some pages of history 
by buying votes, but this is a dead horse 
beside the recent steam-roller plays of some 
labor leaders, and two wrongs still don’t 
make a right. Any fair-minded American 
wants to eliminate the “organized vice at 
the bottom of the social scale and organized 
privilege at the top,” but not just to change 
the management of the organization. It is 
a strange creed that claims its purpose as 
the prevention of dictatorship and at the 
same time says that “our national represen- 
tatives represent either us or our enemies.” 
This is simply another way of saying that 
there is no right view except the Committee’s. 

This country will be dangerously weakened 
forced into the very 
dictatorship the authors 
say they fear — and 
should — if labor fights 
business leadership in- 
stead of working for 
the mutual benefit and 
fighting those who 
would impose a _ pres- 
sure group domination 
of elected representa- 
tives. Such efforts to 
create a government 
within a government 
may do more to break 
up than to. develop a 
mass vote delivery by 
union members. Active 
participation of citizens 
in politics is greatly 
needed, but by informed 
individual judgment, 
not by antagonized 
classes or pressure 
groups. 
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IMPEDIMENTS TO CAPITAL CREA- 
TION—tThe personal income tax, the highly 
progressive surtax rates and the existing 
provisions for treating capital gains and 
capital losses have economic consequences 
which can hardly fail to affect the general 
national income and the broad sources of 
employment. Ever since the adoption of 
the individual income tax law, legislative re- 
quirements concerning the taxation of capi- 
tal gains and deductions for capital losses 
have undergone continual experimentation 
and change. Practically every method has 
been used except that employed under Brit- 
ish practice, where capital gains and losses 
are disregarded in computing taxable net 
income, unless they arise from the ordinary 
business or trade of the taxpayer. 


In their influence upon the available sup- 
ply of venture capital, Federal estate and 
gift taxes have an economic importance far 
greater than that indicated by the revenue 
derived. Under existing law, estates have 
to accumulate large cash and liquid re- 
sources in anticipation of tax levies, the ef- 
fect of which is to take large funds out of 
the normal economic flow of the country. 
Moreover, it is practically impossible today 
to accumulate in an estate sufficient funds 
to pay at death the tax on the transfer of a 
goodsized business owned by the decedent. 
Normally some interest in the business must 
be sold to pay the tax. 


Annual Report of Winthrop Aldrich, Chairman 
of Chase National Bank. 


TAXATION AND INFLATION—The at- 
tempt to ward off inflation by taxing war- 
time savings is purely deductive and repre- 
sents logic at its lowest level. Two coun- 
tries reasonably comparable with our own, 
i.e, Canada and England, are doing a sat- 
isfactory job of inflation control without 
taxing away “inflation gaps.” A _ third 
country, Turkey, has tried extreme taxation 
with disastrous results. The government 
of Turkey in 1941 abandoned rationing in 
favor of the “free play of economic forces.” 
The cost of living immediately soared and 
by February, 1942 was 102 per cent above 
the 1939 average. The government then 
resorted to drastic taxation to “draw off 
excess incomes.” Severe capital levies were 
imposed which fell largely upon the wealthy 
and the merchant class. The penalties in- 
cluded complete confiscation of property and 
hard labor in the mines and on mountain 
roads. By March, 1943 the cost of living 
was over 700 (1939 = 100). Compared to 
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current Anglo-Saxon experience, there is 
great inflation in Portugal and Egypt. In 
both countries taxation has produced a 
balanced budget. Why is all this evidence 
ignored by those who would solve inflation 
in this country by taxation? 


JOSEPH STAGG LAWRENCE in Empire Trust 
Letter, Jan. 7, 1944. 


CORPORATE PROFITS—Corporate pro- 
fits before and after taxes were higher in 
the first 9 months of 1943 than during the 
same period of 1942. 


Jan.-Sept. Before Taxes After Taxes 


(millions of dollars) 
10,049 5,051 
13,866 5,349 
16,627 5,947 


Only about one third of the increase in 
profits after taxes was accounted for by 
manufacturing industry. The loss in the 
finance business was reduced from $145,000,- 
000 to $34,000,000. A detailed breakdown 
is given for 20 categories of industry and 
trade for the three year period. 


Survey of Current Business, December 1943. 


RECONVERSION TIMETABLE — (Re- 
conversion starts after Germany surrenders, 
except as noted.) 


First 
Postwar 
Model— 

How 

Long 
After 
Peace? 
in months 


6- 8 
No replies 
12-18 
12-18 
1-12 
15-18 
6- 8 
1-10 
6-12 
5- 9 
No replies 
10-18 
12-16 
8-12 
12-18 
6-12 


Tirae Needed 
in Months 
At Prob- 
Best ably 
Air Conditioning 6 
Aluminum Utensils __ 

Automobiles! 

Auto Parts? 

Cameras 
Farm Machinery? 
Heating Equipment __ 
Metal Specialties 
Office Machines? 
Office Equipment 
Plumbing Supplies __ 

Radios 

Refrigerators 
Stoves 
Silver Tableware 

Washing Machines? __ 


Industry 


AARWMDNIANMTGCNNIwWwonmac 


1. After Japan surrenders. 
2. No general agreement 
3. Before Germany surrenders. 


Source: Modern Industry 





SHOULD THE SOCIAL SECURITY 
SYSTEM BE EXPANDED NOW? 


YES 


1. Unemployment, disability, and retire- 
ment of old people will create major prob- 
lems after the war. We must prepare for 
them now. 

2. Today, when wages are high, is the 
time we can best afford to start an expand- 
ed program. 

3. We have an efficient Social Security 
System; the proposed changes have been 
carefully considered; why wait? 

4. It would improve morale of soldiers 
and workers. 


Arthur J. Altmeyer 
Chairman, Social Security Board 


NO 


1. To apply it as an anti-inflation 
measure is economically unsound. 

2. It would discourage voluntary thrift 
and initiative. 

3. It is fraught with all the dangers of 
bureaucratic control and regimentation by 
a federal agency. 

4. There are no known ways to admin- 
ister such a bulky and impracticable pro- 
gram. 

5. The costs are prohibitive. 


M. Albert Linton 
President, Provident Mutual Life Insurance 
Co. 


—From Modcrn Industry, December 1943 


FARM OF FUTURE TO BE FACTORY 
—The farmer of the post-war period will 
be an industrialist as well as a producer of 
raw materials for industrial purposes. The 
next and biggest step in agriculture is es- 
tablishment of fixed and movable process- 
ing plants,. handling agricultural products 
grown near by, which will extract, compress, 
dehydrate, refrigerate, concentrate and fab- 
ricate these farm commodities. 

Most of this will be first-step processing 
only. Much of the product—often 50 per 
cent to 80 per cent of it—need never leave 
the community. The farmer will be his own 
best customer. For example, in crushing 
soybeans, 80 per cent of the product is oil 
meal needed locally for feed. Why ship it 
somewhere, get it tangled up in a maze of 
distribution and selling, then ship it back? 

Products which offer the best possibilities 
for first-processing in rural industries are 
those which are bulky, full of water, or 
perishable; or those where a large number 
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of handlers have crowded between producer 
and consumer. 

We face three surpluses sooner or later 
after the war ends. First will be a surplus 
of young people looking for jobs. They will 
be the most mechanically-trained young 
folks we ever had—vwell able to run the ma- 
chinery in rural industries. 

Second will be a surplus of certain agri- 
cultural products. 

Third will be a surplus of factory space, 
which could well be turned to making the 
new machines and tools farmers will need 
for producing and processing farm crops. 


D. Howard Doane in Farm Journal and Farm- 
er’s Wife. 


PAY AS YOU EARN IN AUSTRALIA— 
Recommendations that a pay-as-you-earn 
system of income tax collection be adopted 
in Australia from July 1 were made by a 
Parliamentary Committee which reported 
to the House of Representatives February 
17, 1944. If the plan is adopted tax will 
be payable in the 1944-45 financial year on 
income for the year ending June 30, 1945. 
The Committee recommended that 75% of 
the tax on income for the transition year 
1943-44 should be cancelled. The uncan- 
celled amount should be paid by employees 
out of deductions made from April to June, 
1944; and for non-employees who are not 
subject to instalment deductions, the un- 
cancelled amounts should be spread _ by 
three equal instalments over the next three 
years. 


THE WORLD CURRENCY PROBLEM— 
Experience has taught us what radical er- 
rors must be avoided if we desire to build 
up an international monetary system with 
fixed rates of exchange between independent 
currencies and with a satisfactory stability 
in the purchasing power of those currencies. 
England and America must agree on a fixed 
rate of exchange between the pound sterling 
and the dollar. Without such stability no 
international monetary system is conceiv- 
able at all; but, once such a firm basis of 
exchange has been provided, a pound-dollar 
currency, which has every prospect of be- 
coming a world currency, will be immedi- 
ately created. This currency would at once 
assume paramount importance for the en- 
tire world trade, and every other country 
would be eager to peg its currency to this 
pound-dollar basis. 


GUSTAV CASSEL, Quarterly Review, Skan- 
dinaviska Banken, Stockholm, October 1943. 
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UNIT OF THE 
CCH WAR LAW SERVICE 


ose | Renegotiation? Amendment? Termination? 

LWA ; 

ADE Here is that “red-hot” regulation, that latest 

as ruling, that brand-new form, that last- 
minute change or development. For sound planning, 
accurate decision, trouble-free action in wartime busi- 
ness relations with the federal government, the safe, 
the sensible practice is to follow today’s law, today’s pro- 
cedure as set forth in the GOVERNMENT CONTRACTS 


Unit of the CCH War Law Service. 


Loose leaf, kept up to the minute always, it provides 
at all times the “last word” in law or regulation, the very 
latest in form or ruling. And not the bare announcement 
of its existence, but the full text usually of the actual 
material itself as released by the authorities! 


Subscribers for this Service always know the what-to-do 
and why-to-do-it of Army Procurement Regulations (PR's), 
Ordnance Procurement Instructions (OPI's), Navy Regu- 
lations, allowable costs, VT loans, modification, 
renegotiation, termination, and all the rest. 


COMMERCE) CLEARING; HOUSE; 
PUBLISHERS OF LOOSE LEAF LAW REPORTING SERVICES 


NEW YORK | CHICAGO | WASHINGTON 4 
EMPIRE STATE BLDG. 214 N. MICHIGAN AVE. MUNSEY BLDG. 
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To the Bank 
Portfolio Officer 


‘THE management of the Govern- 
ment securities portfolio is a major 
problem in banking operation today. 

The complete facilities and excep- 
tional service of our 


U. S. Government 
Bond Department 


have been of value to officers of many 
banks throughout the country in the 
review of holdings, the selection of in- 
vestments, and in market transactions. 
We shall be pleased to have you 
consult with us regarding your U. S. 
Government portfolio problems. 


Guaranty Trust Company 
of New York 


Capital Funds, $291,000,000 


140 BROADWAY 
NEW YORK 15 
FIFTH AVENUE AT MADISON AVENUE AT 
44TH STREET 60TH STREET 
NEW YORK 18 NEW YORK 21 














WELLING on the past and the pas- 
time of “yesterdaying” are of no 
profit in easy times, much less in busy 
ones. But like the generals who survey 
the great battles of the ages, or the Air 
Corps pilots who review their completed 
missions, so can trustees gain from an 
occasional look backwards. Trends are 
brought into relief; other developments, 
thought to be trends or peculiar phen- 
omena of the present, appear as recur- 
rent swings of the pendulum. 

Thus it is that, as Trusts and Estates 
turns back the pages of its 40 years of 
single-minded service, as the sole his- 
torian and reporter of the trust business, 
Wwe see many surprising and many con- 
soling events pass in review. The pessi- 
mist of 1944 will get some shocks, the 
neophyte some balancing observations, 
every trustee, some sorely needed en- 
couragement. 

The Russo-Japanese War was on when 
Trust Companies Magazine was estab- 
lished in March 1904, at the request of 
the executive committee of the Trust 
Company section of the A.B.A. and with 
the cooperation of other trust company 
leaders like the former vice-president of 
the United States, the former Secretary 
of the Treasury and the ex-Comptroller 
of the Currency. There were 1,300 trust 
companies then, with three billions of 
resources. Pioneers opened the fiduciary 
field from 1822 to 1857, but many of the 
1.300 had grown up with more emphasis 
on financing—some on _ speculation—in 


LIFE STILL BEGINS AT FORTY 


Editorial 
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the great industrialization era. Others 
have been lost in the shuffle, or merged 
or just mildewed. 

And yet many fine old institutions have 
come through with flying colors, through 
the last forty years too with its wars, 
panics, depressions, speculative orgies, 
prosperities and ‘“normalcies.” These 
appear to be the ones which have fol- 
lowed the fundamental principles of trus- 
teeship, but refining their services and 
broadening their market and usefulness. 
From their cooperative efforts came the 
advancement out of the early solitary 
wanderings of the Topsy days, punc- 
tuated with the bank panic of 1907. 

The story of the magazine is that of 
the trust companies. On both sides was 
hard and usually thankless pioneering 
for improved operating and new business 
methods, facility of stock transfer, more 
uniformity in fees, protective laws and 
extension of services. Such ideas as pen- 
sion funds were promoted through the 
magazine as early as 1912, though it was 
to take another 30 years for general ac- 
ceptance. In the watchfulness on liabili- 
ties and opportunities for new business 
it performed a more responsive role. The 
Common Trust Fund idea—first brought 
to attention in a 1926 article in the maga- 
zine—also was of long gestation but has 
now come to be recognized as possibly 
the greatest single step toward future 
development of the trust business. Pub- 
licity of the Community Trust idea of 
Fred Goff’s had quicker reaction. 
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It is in the period of the First World 
War that we see startling similarities, 
proofs that history does repeat, for here 
are some article titles from those years: 


“Stupendous Tax Bill” 

“Waste and Extravagance of Govern- 
ment” 
“Shall we 
Labor?” 
“Why an International Currency is 

Impracticable” 
“Inflation Must be Abated”’ 


have an Autocracy of 


Some time-tested analyses or prophe- 
cies were recorded, as by Miller of the 
Federal Reserve that “The heart of our 
after-war business and financial problem 
will be found in the price situation,” and 
recommending deflationary pressures to 
assure employment and trade stability. 
Usurpation of powers by the federal gov- 
ernment was a predominant fear (they 
already had the railroads and were mak- 





SIGNIFICANCE OF THIRD LIBERTY LOAN 
—————SSS= 


Companies 


Vol. XXVI 


ROLE OF THE AMERICAN BANKER 
Cc. A. Hinsch 


AMERICAN CREDIT ON A SOUND BASIS 
Francie H. Sisson 


FACILITATING GOVERNMENT PAYMENTS 
Wm. A. Law 

LEGAL PRACTICE AND TRUST COMPANIES 
Walter Lindner 


WAR LOAN RATE AND SAVINGS DEPOSITS 
C. Frederick Childs 
ESSENTIALS IN WAR-TIME BUSINESS 
F. W. Gehle 
LOW COST OF FIDUCIARY BUSINESS 


Julive C. Peter 


INHERITANCE AND DEATH TAXES 
Jos. F. McCloy 


THE BANKER'S OBLIGATIONS 
Joseph Wa: Jr. 


iyne, 


CONTROL OF ENEMY FUNDS 
PF. 1. Kent 
NEW BASIS FOR FARM LOANS 
Guy C. Smith 
_____.lCCC 


Srust Companies Publishing Association 
No. 55 Liberty Street, New York City 
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ing passes at banks and utilities, etc.) 
but that strangle-hold was avoided. An- 
other good lesson which we painfully 
relearned was stated, at the start of the 
war, by John Holliday, an Indiana trust 
executive: “No nation can be stopped 
from war by lack of money.” Then, in 
the reconstruction period came _ such 
titles as: 


“Surplus War Shipping and Materiel’ 
“Will American Prosperity Continue?” 
“Efforts to Unionize Bank Employees” 
“The Age of Extravagance” 


But lest any one think that he may 
smugly sit by and let the pendulum work 
out his problems, the record is is the re- 
verse. All such a derelict does is to 
shove his burden on some neighbor’s 
shoulder. The struggles were tough and 
continuing and we may thank the men 
of courage that we came out of the holo- 
caust whole—as we shall have to thank 
such men again in 194x. 

The recent years are fresher in our 
memories. How from a purely internal 
manual with general financial articles, 
the magazine changed its name to Trusts 
and Estates in 1939 and broadened its 
policy better to serve the whole field and 
improve relations with attorneys and un- 
derwriters, acting as reporters for the 
Probate and Trust Law Section of the 
American Bar Association, abetting 
well-conceived Insurance and Trust Coun- 
cils, and extending readership in these 
fields. And then in 1940 came the first 
war issues and a policy of presenting 
news and analyses of war and economic 
impacts on savings and wealth. The 
story has been told in the editorial 
“Fighting for Trustees on Five Fronts,” 
and has been told every month since to 
many new readers in government, busi- 
ness and economic circles as well as keep- 
ing trust men among the best-posted of 
any profession, thanks to the cooperation 
of most able authors. 


It has been both a strain and a privi- 
lege to serve this fine field, and believing 
in its even greater future—given cour- 
age and mutuality of effort—the editors 
ask a blessing on the pioneers of the past 
and promise aid, to their utmost ability, 
to those of the future. 





CURRENT EVENTS 


Tee RS pens 
e503 4) pees 
sens { pese4 


Prompl and oficient 
tanking and tual sewice... 
IN PHILADELPHIA 


* 


FIDELITY-PHILADELPHIA TRUST COMPANY 


Organized 1866 
135 SOUTH BROAD STREET ¢ PHILADELPHIA 9 


Member Federal Reserve System * Member Federal Deposit Insurance Corporatian 





TRUSTS and ESTATES—March 1944 


TRUST DEPARTMENT IMPORTANCE RISING 


JOHN KALB 
Adolph Lewisohn & Sons, New York 


CONOMIC forces and historical de- 

velopments are making it inevitable 
that investments will become more and 
more institutionalized in this country. 
Trends for the past forty years have 
been working in this direction and they 
have become considerably accelerated 
since the late 1920s. 

The growth of the investment counsel 
profession—of investment trusts—of the 
SEC—the reduced speculative activity on 
the Exchanges, and now the growth of 
common trust investments as well as pen- 
sion funds—these are all strong signs 
that Trust Departments in banks will no 
longer be the stepchildren they have too 
frequently been in the past. 

Trust Departments from here on will 
have to receive greater and greater at- 
tention from bank directors and officials 
because a larger and larger part of in- 
come is bound to come from this division. 
I have found that much too often there 
is a considerable unbalance in the com- 
pensation between a good commercial 
banking officer and an equally good trust 
or investment officer. I believe an im- 
portant change is already in the making 
and that the sooner banks realize this, 
the sooner will they keep and be able to 
attract the able trust and investment 
men. 

I am speaking advisably when I men- 
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tion this because in my capacity—work- 
ing with trust men—I have been called 
upon to try to help get men for some 
banks. I have been appalled at the rather 
low level of salaries paid in the trust de- 
partments. And I have been able to de- 
tect something akin to a little revolution 
which I think, considering everything, is 
justified. 

Some of the advantages that used to 
exist “working for a bank” are not rela- 
tively as great today. Many industrial 
corporations offer the same element of 
“permanency.” Many corporations have 
satisfactory bonus and pension arrange- 
ments. And many of them are quite 
open-minded about advance in salaries. 

If I have been quite frank, it is be- 
cause I believe that trust companies have 
very attractive opportunities to increase 
their business in several directions on a 
sound economic basis. To do so, however, 
the right kind of men are necessary. And 
in our system of profit enterprise, there 
is nothing as stimulating as proper in- 
centives. 


—In current Letter to clients 


Stock Yields 


Of 845 stocks listed on the New York 
Stock Exchange at the end of 1943, 687 
or a little more than 81% are currently 
paying dividends, according to an analysis 
made by the magazine The Exchange. The 
stocks are listed by industry groups with 
average yield (median) given for each 
vroup. The yields range from 4.4% for 
petroleum issues to 11.4% for shipbuilding 
and operating, the average for all groups 
being 6.1%. The bulk of the issues (421) 
yielded from 4.0% to 7.9%. 


,, ns 


York — William R. Horner has been ele- 
vated to chairman of the board of YORK 
COUNTY NATIONAL BANK; W. F. 0. 
Rosenmiller to president; William C. Beit- 
zel, former vice president, succeeds Mr. 
Rosenmiller as vice president and cashier. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst & Consultant, New York City 


SELECTING BENEFITS FOR 
EMPLOYEE TRUSTS 


CORPORATION interested in set- 

ting aside current funds for pur- 
poses of building future estates for its 
employees, free of current taxation, must 
decide at the outset the purposes for 
which such estates are to be created. 
Consider the periods when funds must 
be available to protect the employee 
and/or his family. 

(1) Retirement age of employee. If 
an employee is retired by his company, 
say at age 65, his salary ceases and he 
may be considered too old to secure 
further productive employment. 

(2) Death of employee prior to retire- 
ment age. If an employee dies before he 
has had an opportunity of creating his 
own estate through savings, he will leave 
his wife and children without sufficient 


financial protection. 
(3) Death of employee after retire- 


ment age. Even if his employer pays 
him a pension after reaching retirement 
age, upon his future death the employee’s 
widow would still require financial pro- 
tection. 

(4) Disability of employee prior to 
retirement age. In the event the em- 
ployee becomes permanently or tempor- 
arily disabled so that his services are lost 
to his employer, it is probable that after 
a reasonable length of time his salary 
will be discontinued, leaving him in want 
at a time when medical expenses would 
be superimposed on necessary family liv- 
ing expenses. 

(5) National economic emergency. In 
the event of a period of depressed busi- 
ness conditions, reduced wages or inflated 
living costs, the employee’s salary may 
prove insufficient to purchase the neces- 
saries of life. 

(6) Severance of employment prior to 
retirement. age. With or without cause, 
the employee may resign or lose his job. 
Without funds available the employee 
finds himself in want. 


Ideally, the employer should design 
his employee’s estate plan so that funds 
are available in the event of all the fore- 
going emergency periods. But if a corpo- 
ration is not ready to underwrite such a 
comprehensive plan, it must carefully 
select the benefits to be reduced or 
dropped. The matter of “employee satis- 
faction” must be given due weight inas- 
much as one of the reasons justifying the 
establishment of the plan is that employ- 
er-employee relations shall be strength- 
ened. 

Studies on this subject indicate that 
employees (specially the younger ones) 
have greater interest in a death benefit 
than in a retirement benefit. This be- 
comes somewhat obvious when it is 
acknowledged that a death benefit could 
be paid out the day after a plan is adopt- 
ed whereas an employee aged 35 knows 
that he must wait 30 years before the 
plan starts paying him a pension. There- 
fore, a corporation providing only a pen- 
sion benefit is not buying the employee 
goodwill engendered by a plan that sup- 
plies a reasonable death benefit even 
though the size of the pension must be 
reduced. 

Each separate benefit bears a separ- 
ately determinable cost. These costs 
should be weighed in relation to the 
amount of financial protection afforded. 
Conditions and employee requirements 
naturally differ between one company 
and another and between different sec- 
tions of the country. All points should 
be carefully considered before arriving 
at any conclusions regarding the cover- 
age of the plan. 


* * * * 


INVESTMENT ASPECTS OF COMBIN- 
ING ANNUITY CONTRACT WITH 
SINGLE PREMIUM LIFE INSUR- 
ANCE POLICY 


AST month’s column discussed the 
single premium life insurance policy 
alone on the basis of its investment mer- 





258 


its and tax advantages. Because of a 
recent favorable Circuit Court of Ap- 
peals decision (Comm. v. Meyer), we are 
now concerned in an extension of this 
treatment to such a policy when pur- 
chased in combination with a life an- 
nuity contract. 


Ordinarily the life insurance compan- 
ies underwriting these two policies in 
combination make them available with- 
out medical examination of the insured- 
annuitant. This makes the investment 
particularly attractive to persons who are 
uninsurable or have attained an advanced 
age. This combination is usually pur- 
chased on the following basis. (The 
actual figures of the case above cited are 
used.) The investor aged 59 paid $55,000 
to the insurance company, in return for 
which it issued a single premium life in- 
surance policy in the face amount of $50,- 
000 and allocated $35,642 to its purchase 
out of the deposit made by the investor. 
The remaining $19,358 was applied to the 
purchase of an immediate life annuity 
for the benefit of the investor. Such an- 


nuity pays the investor $1,573.81 annual- 


ly during his lifetime. The Meyer case 
held that this annual payment was only 
partially taxable under the annuity 
method of taxing such payments. As a 
result, we have the following situation 
until such time, if ever, as the Supreme 
Court otherwise rules or the law itself is 
changed: 

(1) Each annual payment (for life) 
represents a return to the investor of 
almost 2.9% on the full $55,000 deposited 
by him. Of each such annual payment 
only $580 constitutes taxable income to 
the investor, leaving the remaining $993 
tax exempt for about 20 years. If the 
top portion of this investor’s total income 
was in the 70% combined income tax 
bracket, he would thus be left with 
$1,167 net after taxes out of the 
$1,573, an investment return on the 
$55,000 of 2.1%, net after taxes. To 
equal this net return through other in- 
vestment channels where the full amount 
of income received is subject to income 
tax, this investor would have to invest 
the $55,000 at 7%. 

(2) By means of the $50,000 single 
premium life policy, the investor’s estate 
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is guaranteed the immediate receipt of 
such sum in cash. This is important 
where the estate is faced with the pay- 
ment of sizable estate taxes and other ob- 
ligations, for such availability of cash 
removes the possibility of sacrificing oth- 
er estate investments in what might be a 
falling market. 

(3) While upon the death of the in- 
vestor, his estate would receive only 
$50,000 for the $55,000 invested, this in- 
dicated loss in gross estate capital could 
be more than offset by the annual savings 
in income taxes during his lifetime as 
illustrated above, or through the annui- 
tant outliving his expectancy. 

(4) A further advantage of the life 
insurance policy is that in the event the 
investor’s estate is otherwise liquid and 
does not require this cash, the proceeds 
of the policy could be placed under a life 
income form of settlement (as contained 
in the policy) for the benefit of the in- 
vestor’s widow or children. If the pro- 
ceeds are paid in installments, and if for 
this purpose such payments are held to 
constitute proceeds of a life insurance 
policy, under present regulations the 
widow would pay no income tax on these 
amounts. There is no ruling on this par- 
ticular point; it is simply cited for the 
reason that when considering this type 
of combination investment for purpose of 
the estate tax, the Supreme Court held 
that the proceeds of the insurance policy 
were not entitled to the special exemp- 
tion from estate tax then allowed to pro- 
ceeds of life insurance policies. 

(5) Finally, this combination invest- 
ment vehicle deals with fixed capital and 
income dollars, the payment of which is 
guaranteed for the entire lifetime of the 
parties involved, and there is no “forced” 
maturity date when the investor would 
otherwise be confronted with the prob- 
lem of reinvestment. 

* * * * 


THE DONOR-CONTROLLED LIVING 
TRUST 


OO often the establishment of trusts 
during lifetime is primarily thought 
of in connection with income and estate 
tax savings, which can only be accom- 
plished by completed gifts and the sur- 
render of all dominion and control over 
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the trusteed property by the donor. But 
the trust device may be used for pur- 
poses of managerial efficiency and protec- 
tive benefit, without the divorcement of 
a person from his property. 


An illustration of this lies in what 
might be termed the Donor-Controlled 
Living Trust whereunder securities are 
transferred to a trustee, usually a bank, 
to be held by it under the terms of a 
trust agreement immediately operative. 
This agreement could provide that the 
donor may alter, modify or revoke it at 
any time during his lifetime, and that the 
trustee shall make no changes in invest- 
ments without the consent or direction 
of the donor. The income could be paid 
to the donor himself, or to some other 
designated beneficiary, in which latter 
event a gift of income would be involved 
at the time of payment. 


The trust could further provide that 
upon the death of the donor, the trust 
should continue for the benefit of his 
wife and children, under the same dis- 
tributive plan as would otherwise have 
been written into his will. In this re- 
spect, the living trust might be consid- 
ered as a substitute for his will in rela- 
tion to the property in the trust. Fol- 
lowing are some of the principal accom- 
plishments of the plan: 

During the donor’s lifetime, he retains 
the same control of his securities as if 
he had not established the trust. 


He establishes a close working agree- 
ment with the Trust Department of his 
bank which will better enable him to 
judge its capabilities as the future trus- 
tee of his family estate upon his death. 


His bank as trustee would maintain 
complete records of capital and income 
disbursements and collections, would be 
responsible for the physical safekeeping 
of the trust property, would maintain 
complete records for income tax pur- 
poses, and would supply other valuable 
services of an administrative and advis- 
ory nature. 

Upon the death of the donor, if the 
trust is to continue for others, such prop- 
erty would not pass under the donor’s 
will, with resultant savings of estate ad- 
ministration expenses such as executor’s 
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fees, etc., possibly 5% of the principal of 
the trust. The trust would function for 
the benefit of the successor beneficiaries 
immediately upon the death of the donor, 
avoiding the necessary delays in estate 
administration usually lasting a year or 
more, and the flow of funds to family 
members would not be interrupted. 


Hanmer Joins Pension Firm 


Laurence G. Hanmer, well known to 
readers of Trusts and Estates for his arti- 
cles on pension plans, has joined Joseph 
Froggatt & Co., Inc., 74 Trinity Place, New 
York, a firm rendering independent profes- 
sional advice in the rearrangement and con- 
tinuous servicing of employee benefit plans 
in connection with the new regulations. Mr. 
Hanmer is a pioneer in this field, having 
addressed the A.B.A. Trust Conference: 
on the subject of retirement plans nine 
years ago. 
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Where There’s A Will... 


UNDS estimated at more than $8,- 

000,000 have been left in trust by the 
late Mrs. Elizabeth Severance Prentiss 
for the advancement of medicine, health, 
art, music, education and_ religion 
through institutions which were the ob- 
ject of her interest and generosity for 
many years before her death in January. 
Thirty-seven per cent of the assets set 
aside for the public welfare are to be 
devoted to support of a Foundation bear- 
ing her name, which Mrs. Prentiss estab- 
lished in 1939, with the provision that 
its existence remain undisclosed until 
after her death. The National City Bank 
of Cleveland is trustee of the Foundation 
and of the separate trusts for each of 
the other ten beneficiary institutions. 
The Foundation, set up in the interest 
of health and the advancement of medical 
science, may, according to Mrs. Prentiss’ 
wishes, receive gifts from any one for 
those specific purposes. Her will be- 


queathes the better part of one of the 
country’s finest private art collections to 


the Cleveland Museum of Art and Ober- 
lin College. The National City Bank is 
executor of the will. 


* * % 


John Crosby, retired associate justice 
of the Massachusetts Supreme Court, 
one-time Representative and former 
Mayor of Pittsfield, appointed his wife 
and the Agricultural National Bank of 
that city as executors and trustees under 
his will... John C. Cudahy, of the pack- 
ing family and last Ambassador to Bel- 
gium, left the residue of his estate in 
trust for his widow and children, and 
provided that if the two individuals 
named as executcr and trustee should not 
serve, the First Wisconsin Trust Com- 
pany of Milwaukee should act in those 
capacities . . . Julien H. Hill, chairman 
of the board of State-Planters Bank and 
Trust Company, Richmond, made gener- 
ous provisions in his will for the Univer- 
sity of Virginia, Medical College of Vir- 
ginia and his church. He named his in- 
stitution as executor and trustee... 
Reginald McKenna, former Chancellor 
of the Exchequer and Chairman of Mid- 


land Bank of London, appointed Midland 

Bank Executor and Trustee Co., Ltd., as 

executor and trustee under his will... 
* * % 


William C. Butler, often referred to in 
the industry as the dean of loggers, 
prominent banker and civic leader in 
Everett, Wash., left one of the largest 
estates ever to be probated in the county. 
Mr. Butler, a brother of the president of 
Columbia University, provided in his will 
for a number of trusts, one of which is 
of $250,000 to construct a maternity 
wing for a local hospital. Another trust 
embracing a substantial portion of the 
estate will serve general charitable pur- 
poses in the State; any institution meet- 
ing the conditions specified in the will 
can be the recipient of assistance from 
this fund. The executor and trustee of 
all the trusts is Everett Trust and Sav- 
ings Bank, of which Mr. Butler was 
chairman and former president as he 
was of the First National Bank... 


Estate of Edward S. Harkness 


It has now been disclosed that the estate 
of the late Edward S. Harkness, who died 
in 1940, amounted to $97,070,933 and was 
cut $37,414,351 by taxes. 

After making bequests totaling $1,350,000 
to 78 employees, Mr. Harkness left his resi- 
duary estate in trust for his widow, Mary 
Stillman Harkness. Upon her death char- 
ities share the principal. One half will go 
to the Commonwealth Fund, a foundation 
established by the decedent’s mother; one 
quarter of the principal of the trust to the 
Presbyterian Hospital; the remainder will 
be divided among ten institutions. 


a 


Following the Heirs of Queen Victoria 


A recent decision by the English Chancery 
Division (Re Leverhulme, 1943—2 All E. R. 
274) held that a trust measured by the 
lives of the descendants of Queen Victoria 
did not violate the rule against perpetuities. 
In following an earlier ruling to the same 
effect, the court said that the difficulties 
of ascertaining the descendants, aggravated 
by present world conditions, did not make 
the disposition invalid. 
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Britain’s Houses of Parliament, looking from the Southern Side of the Thames. 


Letter from London 


ARTHUR V. BARBER 


Cheap Money and Trustee Stocks 


OUBTS are often expressed on both 

sides of the Atlantic as tc the all- 
round advantages of the Cheap Money 
Policy. Although the consensus is prob- 
ably in favor of its retention in the in- 
terests of the national economy, the re- 
verse side of the medal reveals the hard- 
ship of many people who receive small 
incomes from investments, such as bene- 
ficiaries of Trusts. As time goes on legal 
limitation Trusts become confined to a 
list of securities that is visibly shrinking, 
since in war-time in Britain, as in the 
States, hardly any new stock is being 
created, while the quantity of money 
available for investment has been grad- 
ually expanding. The British Govern- 
ment is creating an unlimited amount of 
long-term stock on a 3 per cent annual 
interest basis, but investors who used 
not so long ago to receive 5 per cent or 
more from Trustee investments suffer a 
fall in income to about one-third of what 
they used to enjoy, as a result of de- 
creased interest rates and higher taxa- 
tion. 





Banking Information Service, London, England 





The quest of investors for higher in- 
come at any price is evident from a 
shrinking margin between the yields ob- 
tainable from Government securities and 
those in other categories, comprising in- 
vestments that cannot be included in a 
Trustee list. Consequently, Public Board 
stocks, like Port of London Authority, 
which are not a Trustee investment, pro- 
vide a return which is only slightly more 
than that obtainable on Government se- 
curities, notwithstanding that such a 
stock as this carries no guarantee either 
of capital or interest, and the investor 
can receive no information regarding the 
financial position, since the Defence Reg- 
ulations prohibit public utilities from 
publishing their accounts. 


Future Incomes of Trust Beneficiaries 


NFORTUNATELY for beneficiaries, 

there seems no means of overcom- 
ing the hardships which a cheap money 
policy entails. Supposing the Trustee 
lists were extended, there would be an 
implication of a lowering of the standard 
of Trustee securities. On the other hand, 
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if. second class securities receive a Gov- 
ernment guarantee, the income position 
of a beneficiary would not be improved. 
In certain Trusts trustees are enabled to 
acquire higher interest stocks, due to a 
premium, such as a 5 per cent stock at a 
premium of 20 to 30 per cent, redeemable 
in about 25 years, a considerable depre- 
ciation in the future capital value. Be- 
sides this, with a continuance of cheap 
money, such stocks will generally be re- 
deemed and replaced by low interest in- 
vestments. A prominent stockbroker re- 
marked, many years ago, that in a great 
war the rentier always suffers, and in 
present conditions there does not appear 
to be any departure from that rule. 


New Capital and Bank Credit 


UCH interest has been taken in the 

recent speeches of Bank Chairmen, 
and in particular that of Lord Warding- 
ton, Chairman of Lloyds Bank, who en- 
visages that for a time, at least, one of 
the necessary controls after the war will 
be control over the issue of new capital. 
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At present no capital issue may be made 
without leave of the Treasury, which acts 
on the’ advice of the Capital Issues Com- 
mittee. Regulation is very rigid, for it 
is undesirable that private appeals for 
the investment of savings should compete 
with War Loans. Even when hostilities 
cease, the need for Government funding 
and other borrowing operations will no 
doubt justify Lord Wardington’s antici- 
pations. 


In view of these considerations, Lord 
Wardington envisages that the need of 
funds by Britain’s industries will have 
to be supplied for the time being by bank 
credit. War-time growth in bank depos- 
its has brought these up from £2,277 
millions for 1928 to just over £4,000 mil- 
lions in 1943. The inference is that most 
industrialists are well supplied with 
liquid funds, though others will need 
financial assistance. Also, men and wo- 
men returning from the Forces and other 
forms of war service, will need capital 
for business purposes. Lord Warding- 
ton claims that the banks as a whole can 
provide about £1,000 million, if neces- 
sary, for the purpose of approved loans. 

The main demands for bank credit 
will arise for the following purposes, ac- 
cording to Sir Harold Yarrow, Chairman 
of the Clydesdale Bank, in his speech to 
the shareholders: 


1. Replenishing stocks of goods and 
materials. 

2. Rebuilding blitzed areas. 

3. Making good the acute shortage of 
houses. 

4. Meeting the financial requirements 
of customers, including facilitating 
new enterprises. 


Probate Statistics 


The following figures taken from sum- 
maries of the work for 1943 in three coun- 


Willls admitted - 
Wills contested “i SOLA Reel ae SOE 
Wills rejected ae 


Letters of administration 
Letters of trusteeship —_.__._.______- 


Decrees on accounting 

Gross estates accounted for _..______. 
Estates filed under tax law 

Taxes assessed 


ties in New York State furnish interesting 
comparative material. 


New York Westchester Bronx 
2,543 1,179 962 
9 11 
8 32 
589 1,978 
136 58 

514 
$79,980,173 
47,639,078 
1,517,390 


$495,604,605 
415,078,247 


15,652,881 $176,166 
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HE volume of estates and trusts be- 

ing administered by banks through- 
out the country increased substantially 
during 1943, an analysis of annual re- 
ports to stockholders reveals. For the 
first time in a number of cases, trust de- 
partment earnings were cited, showing 
a gain over the previous year’s figures. 


The most significant growth was in the 
field of trusts for pension and other em- 
ployee benefit plans. Several banks have 
set up special divisions for handling this 
type of business which promises con- 
tinued development as more and more 
corporate executives recognize the social 
as well as tax advantages of such trusts. 


Two other matters commented on in 
the reports were the common trust fund 
and the prudent man rule for trust in- 
vestment. Satisfaction with these two 
avenues to more efficient and profitable 
service in those states which have the 
benefit of them, suggests consideration 
of legislative adoption in other jurisdic- 
tions. 


Excerpts from reports follow :* 


The Trust Department maintains a cen- 
tral “Will” file for all its branches and is 
handling trust accounts, trusteeships, RFC 
mine accounts, court trusts, estates, guar- 
dianships, in addition to 23 agencies and 
three depositories, having combined total 
assets of $8,324,000, of which $656,000 is 
cash, $3,318,000 are investments such as 
bonds, stocks, mortgage loans and land con- 
tracts, $3,894,000 is in real estate, $401,000 
customers’ securities in safekeeping, and 
$55,000 sundry assets located in Missouri, 
Texas, Illinois, District of Columbia, Cali- 
fornia, Ohio, and throughout Arizona. 

VALLEY NATIONAL BANK, Phoenix, Ariz. 
amas 

Trust Department exrnings were better 
during 1943, and it would appear that 1944 
will continue to reflect an upward trend by 
reason of the potential business already 
secured by this department. No litigation 
exists carrying corporate liability against 
either the Trust or Escrow Departments. 


Herbert D. Ivey, CITIZENS NATIONAL TRUST 
& SAVINGS BANK, Los Angeles. 


*See also page 63 of January issue. 


TRUST BUSINESS GROWS AND PROFITS 








The Trust Department continues an im- 
portant producer of income for the Bank. 
The Legislature has now extended to the 
investment of trust funds the “prudent” 
or “reasonable man” standard long recog- 
nized in other fields of law. It is expected 
that this change, which is based upon more 
than 100 years of experience in Massachu- 
setts, will in many cases enable trustees to 
perform a more constructive service for 
their clients. 

G. M. Wallace, SECURITY-FIRST NATIONAL 
BANK, Los Angeles. 

+ 


Although several important trusts and 
estates were committed to the fiduciary 
keeping of this department in 1943, we need 
more trust business. The department oper- 
ated on a small margin of profit. 


Ben R. Meyer, UNION BANK & TRUST CO., 


Los Angeles. 
. 


Earnings of the Trust Department exceed 
those of last year, and the volume of bus- 
iness, both actual and potential, shows a 
substantial increase. [Illustrative of this 
trend is the net increase of over $1,000,000 
in living trusts and supervisory agency 
accounts. 92 wills, in which our Bank is 
named as Executor or Trustee or both, have 
been deposited with the Trust Department. 

The first eighteen months of operation 
of the Common Trust Fund have now been 
successfully concluded. Present market 
value of this fund, known as First National 
Fund “A,” is $640,410.66 and is owned by 
59 different trusts. 

There are 74 different issues of bonds 
and stocks in the fund, classified in the 
following percentages: 


Bonds. ....._....... $828,000 50.43% 
Preferred Stock 105,000 16.45% 
Common Stock _. 211,000 32.95% 
Ce Soe 1,000 17% 


$640,000 100 % 


F. J. Belcher, Jr., FIRST NATTONAL TRUST 
& SAVINGS BANK, San Diego, Cal. 


The trust department continues to show 
satisfactory growth. During the year the 
so-called “prudent man act” became opera- 
tive in California and our competent staff 
is fully prepared to meet the responsibili- 
ties imposed by this new legislation. 


W. H. Thomson, ANGLO CALIFORNIA NA- 
TIONAL BANK, San Francisco. 
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The Trust Department continues to make 
progress and is at least maintaining its 
share of new trust business. We continue 
to invite our customers periodically to re- 
view their life insurance trusts and wills 
on deposit with us. 

F. L. Lipman, WELLS FARGO BANK & UN- 

ION TRUST CO., San Francisco. 

+ 


The Trust Department had a satisfactory 
year, receiving 168 new accounts totaling 
$12,241,000 and ending the year with total 
trust assets of $197,184,000. 


In December the Board of Trustees in- 
augurated a plan for the benefit of eligi- 
ble employees and at the same time estab- 
lished a trust to carry out the plan. Its 
purpose is not only to retain desirable ex- 
ecutives and employees but also to provide 
retirement for older employees. For some 
time thought has been given to the adop- 
tion of a plan to provide adequate benefits 
for employees at retirement but up to the 
present time we have not found a more 
conventional plan with the usual provision 
requiring an annual payment which we 
were willing to adopt. The plan now sug- 
gested allows the Trustees to make contri- 
butions to the plan when the earnings of 
the institution in their opinion justify 
such action. 


John B. Byrne, 
TRUST CO. 


HARTFORD-CONNECTICUT 


The Trust Department reported at close 
of year 1,571 accounts, with a total book 
value $180,300,000, representing a gain in 
Trust Assets of $16,900,000. 

R. B. Newell, HARTFORD (Conn.) NATIONAL 

BANK & TRUST CO. 

* 


The Trust Department earnings for the 
year 1943 showed a satisfactory increase 
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over the preceding year. Sixty-eight new 
trust accounts were opened during the year 
and fifty-nine were terminated. The num- 
ber of wills filed in the Trust Department 
continues favorable. 

Corcoran Thom, AMERICAN SECURITY & 

TRUST CO., Washington, D. C. 
e 


Business during the year continued to 
show a steady growth. A number of new 
wills in which the Company has been named 
in a fiduciary capacity have been received 
and new custodianship accounts with in- 
vestment supervision have been accepted. 
The New Business Program, which has been 
in operation for slightly over one year, has 
produced very satisfactory results. 

Ord Preston, UNION TRUST CO., Washington, 
nc. 
e 

Trusts in our bank are now $31,670,728 as 
compared with $3,019,188 in 1937. 

Wiley R. Reynolds, FIRST NATIONAL BANK, 

Palm Beach, Fla. 

. 

Our Trust Department has had a very 
satisfactory year with an increasing volume 
of personal trust business and some excel- 
lent corporate trusteeships, transfer agen- 
cies, etc. 

Howard W. Fenton and Frank R. Elliott, HAR- 

RIS TRUST AND SAVINGS BANK, Chicago. 

7s 


Substantial gains were made by the Trust 
Department during the past year, especially 
in the Personal Trust Division. Many clients 
now in the service of our country have 
found it advantageous to appoint our bank 
as “custodian.” A number of new execu- 
torships and other fiduciary appointments 
have further added to the growing volume 
of the Department. 

R. S. Hecht, HIBERNIA NATIONAL BANK, 

New Orleans, La. 

= 


The Trust Department has shown a grat- 
ifying increase in operating results and we 
have received during the past year a num- 
ber of substantial estates. 


William E. Gilbert, UNION TRUST CO., Spring- 
field, Mass. 


The Trust Department continued to oper- 
ate on a profitable basis during 1943. One 
of the major developments in our Trust ser- 
vice during the past year has been in con- 
nection with Pension and Profit Sharing 
Trusts. 


Walter S. McLucas, 
DETROIT. 


NATIONAL BANK OF 
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The aggregate market value of assets 
being administered by the Trust Depart- 
ment is in excess of $300,000,000. This De- 
partment, which has been progressively ex- 
panding since its organization during 1873, 
is now perhaps the second or third largest 
in New Jersey and by far the largest in 
this part of the State. 


Robert J. Kiesling, CAMDEN (N. J.) TRUST 
co. 


» 

Our Trust Department, in volume of work 
performed, has shown substantial growth 
during 1943. The book value of the assets 
increased from $23,079,000 at the beginning 
of the year to $25,652,000 at the end of 
December, 1943. 

Frederic P. Fiske, MONTCLAIR (N. J.) TRUST 
co. 
* 

The Trust Department has accepted an 
unusually large amount of new and attrac- 
tive business this past year for individuals, 
as executor and trustee. It is acting as 
trustee for a large number of corporations 
in connection with retirement and pension 
plans for their employees, and is organized 
competently to handle more business of this 
sort. 

L. G. Harriman, MANUFACTURERS & TRAD- 

ERS TRUST CO., Buffalo. 

a 


The trust department has experienced an 
active and satisfactory year, during which 
the volume of new appointments as execu- 
tor and trustee has been increasing. Of 
special significance at this time is the activ- 
ity of two units of the department—the pen- 
sion trust division and the investment ser- 
vice division. Numerous appointments as 
trustee have been received in connection 
with such employee benefit programs, the 
funds of which are invested not only in gov- 
ernment bonds and other securities, but also 
in insurance company annuity contracts. The 
pension trust division has assisted many 
employers in establishing these programs 
and has become a recognized source of in- 
formation in this specialized field. A 92- 
page study on pension, bonus, and profit- 
sharing plans, written by two members of 
the staff, has been widely distributed to 
business executives and professional people. 
More than 7,000 requests for this book were 
received and more than 15,000 copies were 
distributed within three months after pub- 
lication. 

Winthrop W. Aldrich, 

BANK, New York. 


CHASE NATIONAL 


The net current operating earnings of 
the Company for the year were $805,806 as 
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against $415,781 in 1942. The improvement 
in current earnings was attributable prin- 
cipally to Interest Earned on Investments. 
There were also increases in Personal Trust 
commissions and Transfer and Registration 
fees, and a reduction in operating expense 
other than taxes: Favorable developments 
during the year included the enactment ef- 
fective September 1st of a State law in- 
creasing somewhat statutory commissions 
on Personal Trusts. While the increase 
permitted is small in any single account, 
some increase in aggregate fees should re- 
lieve a difficult situation for all trust com- 
panies handling Personal Trusts. The ef- 
fect of our earnings will be more apparent 
in future years. The Company’s department 
for the administration of corporation em- 
ployees’ pension funds has made consider- 

able progress during the year. 
Gordon S. Rentschler and Lindsay Bradford, 
CITY BANK FARMERS TRUST CO., New York. 

o 


All Departments, Banking, Trust, and 
Foreign, have had satisfactory development 
during the year. 

Walter G. Kimball and Herbert P. Howell, 
COMMERCIAL NATIONAL BANK & TRUST 
CO., New York. 

y 


The Trust Department has continued to 
show satisfactory results throughout the 
year and a number of substantial new es- 
tates, trusts, custodian accounts and secur- 
ity reviews were received. -Its income was 
$490,424, out of total gross income for the 
bank of $1,534,808. 

Theodore Hetzler and John I. Downey, FIFTH 

AVENUE BANK, New York. 

- 


Independently administered pension trusts 
have been adopted by many corporations 
and Guaranty Trust Company has been ap- 
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pointed as trustee of the funds under an in- 
creasing number of these plans. Your Com- 
pany anticipates continued steady growth 
of this comparatively new type of trust 
business. Income of the Trust Department 
for 1943 increased over that for 1942. The 
Corporate Trust Division income is about 
the same as last year, due to the continued 
relative inactivity in corporate financing. 


W. Palen Conway, Eugene W. Stetson and Wil- 
liam C. Potter, GUARANTY TRUST CO. of New 
York. 


The Personal Trust Division has improved 
its earnings and has done noteworthy work 
in promoting pension and profit-sharing 
trusts. The Corporate Trust Division can- 
not look to greatly improved earnings until 
the source of ‘such earnings is on a more 
normal basis, that is, until private enter- 
prise expands again to the point where pub- 
lic financing is the obvious answer to its 
financial requirements. 


Harvey D. Gibson, MANUFACTURERS TRUST 
CO., New York. 


The gross earnings of the Trust, Trans- 
fer and Mortgage Servicing Departments 
for the year were in the amount of $348,- 
287.61, an increase of $3,181.99 as compared 
with the previous year. 

George McAneny, TITLE GUARANTEE AND 

TRUST CO., New York. 

e 


Our Trust Department has made good 
progress during the past year. Substantial 
future business has also been developed as 
executor and trustee under wills that have 
been filed with us. We look forward to a 
steady growth of this department. 

Jchn W. Jardine, GENESEE VALLEY TRUST 

CO., Rochester, N. Y. 

. 


Total assets of our Trust Department 
show an increase of $4,674,290 during the 
year (to $117,015,769). 

Raymond N. Ball, LINCOLN-ALLIANCE BANK 

& TRUST CO., Rochester, N. Y. 


The number of North Carolinians ap- 
pointing the Wachovia as executor in their 
wills was the largest in 12 years. At the 
year-end the total combined trust assets 
administered at all offices reached the high 
mark of $130,000,000. 

Our common trust fund, established in 
1940, started with an investment of 
$226,340 from 106 accounts. As of the last 
valuation date, November 5, 1943, a total 
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of $1,861,435 was invested in this fund, 
with 300 separate accounts participating. 
The wisdom of our directors in establishing 
this fund has been proved by the oppor- 
tunity it has given our Trust Department 
to render more effective investment service 
to a large number of moderate-sized ac- 
counts. It has placed us in a position 
where, on a_ cost-of-operation basis, we 
could properly handle much smaller ac- 
counts than ever before, and, what is more 

important, do a real investment job. 
Wachovia has been appointed trustee of 
profit-sharing and pension trusts by 25 
companies during the past year. The pres- 
ent assets of these pension trusts total 
approximately $1,500,000. With the ex- 
pressed interest of a number of other large 
and medium-sized companies in the estab- 
lishment of such a fund on the flexible basis 
that an invested profit-sharing or pension 
trust makes possible, we can expect a great 
many more to be created during this coming 

year, with the Wachovia as trustee. 
Richard G. Stockton, WACHOVIA BANK & 

TRUST CO., Winston-Salem, N. C. 
& 


The Trust Department had a very satis- 
factory year, adding many Trusts and 
accounts, and prospects for 1944 look 
promising. 

H. S. Leyman & T. J. Davis, FIRST NAT'TONAL 

BANK, Cincinnati. 

e 


Our Estates Trust and Corporate Trust 
Departments continue to render increasing- 
ly valuable service and have had a success- 
ful year. 


I. F. Freiberger & George Gund, THE CLEVE- 
LAND TRUST CO. 


It is gratifying to report again a contin- 
uing and satisfactory growth of our Trust 


Department. It is evident from the sources 
of new business that many people have be- 
come conscious in these war years of the 
need for careful estate planning. It seems 
fair to assume that these personal prob- 
lems in the post-war period will not be less 
complicated than they have been in the 
past few years, which should afford con- 
tinuing oppcrtunity for growth in the Es- 
tates Trust Division. 

The facilities of our Corporate Trust 
Division are being used more and more to 
relieve the pressure upon corporate exe- 
cutives—saving them both time and money 
in handling matters pertaining to their 
stock or bond issues and in the filing of 
Governmental reports. In the past year 
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there has been a noticeable development in 
the number of employees’ pension, profit- 
sharing and bonus plan trusts that have 
been established with us. 
Sidney B. Congdon, NATIONAL CITY BANK 
OF CLEVELAND. 
* 


The Trust Department has shown a 
steady increase in volume of business. 
R. Otis McClintock, FIRST NAT’L BANK & 
TRUST CO., Tulsa. 


A very good guide to the importance of 
a trust department is the trend of income 
from its operations. In the case of this 
Company, the trend is upward, resulting 
in a real contribution directly to earnings 
and indirectly to the acquisition of other 
kinds of business. New accounts obtained 
in the past twelve months were gratifying 
both in character and amount. Efforts 
are being directed by our trust department 
to minimize fluctuetions in annual earnings 
by taking principal commissions on an an- 
nual basis. Trust department earnings 
were $170,989, up $11,424 over 1942. 

The Common Trust Fund for discretion- 
ary accounts grew steadily throughout the 
year. The Fund is now two years old, the 
average investment was made at $9.85 and, 
as of the end of the year, each participation 
was valued by the auditors at $10.59. The 
rnte of income during the year was approx- 
imately four percent. 

The Trust Officers obtained the consent 
of settlors and beneficiaries to higher fees 
in quite a few cases where the accounts 
were established a number of years ago 
when operating costs were much lower. 
This activity will be continued in an en- 
deavor to place all accounts on a fair basis. 


Louis H. Bieler, GERMANTOWN TRUST CO., 
Philadelphia. 
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The volume of Trust business during 1943 
was satisfactorily maintained, but due to a 
substantial decrease in commissions on 
principal, the Personal Trust Department 
operated at a small loss. The Corporate 
Trust unit continued to run on a substan- 
tially profitable basis, showing an improve- 
ment over 1942. The Trust Department as 
a whole operated at a reasonable profit for 
the year. 

The Discretionary Common Trust Fund 
has now grown to a total book value of 
$2,117,079.32. As set forth in our last pub- 
lished annual report on this Fund as of 
June 30, 1943, it has shown an appreciation 
of over 12% and a yield of 4.138%. 

Several large corporations have already 
appointed your bank trustee under Profit- 
Sharing and Pension Trusts. 

Annual commissions on income for acting 
as Trustee remain very unsatisfactory. 
Under the practice in Pennsylvania a trust 
company which is both executor and trustee 
(and where your company is trustee it is 
usually executor also), may receive a com- 
mission on principal once only, usually at 
the end of the period of administration as 
executor. Thereafter, as trustee, a commis- 
sion on income only is allowed, never more 
than 5%. During recent years there has 
been a general decrease in the rate of re- 
turn on all investments and a very substan- 
tial increase in the cost of operating an 
efficient trust department, due chiefly to the 
multiplicity of tax work and the mainte- 
nance of statistical and investment divisions. 
The combination of these factors makes it 
impossible to operate a personal trust de- 
partment at a reasonable profit on such a 
basis of fees. Some relief may be obtained 
by direct negotiations with living parties, 
so that their wills or deeds of trust may 
provide for fair and reasonable compensa- 
tion to the trustee annually from principal 





1804 


1944 


Worcester County Trust Company 


TRUST DEPARTMENT OFFICES 


344 MAIN STREET, WORCESTER, MASSACHUSETTS 
533 MAIN STREET, FITCHBURG, MASSACHUSETTS 


MEMBER OF FEDERAL DEPOSIT INSURANCE CORPORATION 





268 


or income, as may be preferred, but short of 
possible legislative action there does not 
now appear to be any way to obtain ade- 
quate compensation in the estates of dece- 
dents where no negotiation is possible. 

The “Massachusetts Rule” would permit a 
wider diversification in investments and a 
larger income return than can be obtained 
from legal investments. Trust companies 
in Pennsylvania, and it is believed individual 
trustees also, are generally in favor of the 
adoption of such a law in Pennsylvania, but 
thus far bills which have been introduced 
have not received favorable consideration in 
the Legislature. 


Percy C. Madeira, Jr.. LAND TITLE BANK & 
TRUST CO., Philadelphia. 


. 

The earnings of the Trust Department are 
still unsatisfactory and the real solution of 
the problem of inadequate returns rests 
largely with the Courts and the Legislature 
rather than with the trust companies them- 
selves. In most cases we still receive only 
the same compensation as when the matter 
of investment and administration was far 
simpler and less expensive. True, we have 
made some progress toward better commis- 
sion rates by voluntary agreement with 
beneficiaries, and we have insisted upon a 
living rate for new and prospective trust 
business, but these gains have largely been 
offset by the lower rates of income and 
yield on all new investments. 

Income from Personal and Corporate 
Trusts was $1,539,713 out of a total com- 
pany income of $8,115,188. 

One of the major objectives which would 
redound to the advantage of the beneficia- 
ries of trusts, as well as to the trust com- 
panies themselves, is the substitution of the 
“prudent investor” rule for the “legal in- 
vestment” fiction, thus allowing the trustee 
to meet changing economic and monetary 
conditions as would a careful individual in- 
vestor. Another important objective is to 
obtain legislation or court authority to per- 
mit a trustee to charge a principal fee in 
long term trusts both as executor and as 
trustee. 

One further step of great assistance to 
trust administration would be the raising 
of the present limitation of $25,000 for the 
investment of any one account in our Dis- 
cretionary Common Trust Fund. This 
Fund, which is now some three and one- 
half years old, consists of well diversified 
bonds, preferred and common stocks, and 
has shown gratifying stability of principal 
with a very satisfactory yield. During the 
year, the Fund increased in amount from 
$11,566,199 to $15,421,763 and the number 
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of participating accounts from 1,057 to 
1,190. 


It is reasonable to assume that with se- 
vere income and inheritance tax levies, the 
average estate in the future will tend to be 
smaller in amount. We know of no me- 
dium better adapted to the needs of the 
modest estate than the common trust fund. 


Wm. Fulton Kurtz, PENNSYLVANIA COM- 
PANY, Philadelphia. 


It is very gratifying to report that the 
Trust Department’s operation continues to 
contribute materially toward the Company’s 
net profits. During the year Trust Depart- 
ment personnel has been further added 
to, with a resultant expansion of services 
made available. The Estate Planning and 
New Business Division, formed during the 
preceding year, has proved a valuable de- 
velopment. A satisfactory amount of new 
business has been secured, represented by 
numerous new wills on file, executorships 
in process, new trusts, guardianships, and 
agency accounts both of a pure custodian- 
ship type and of those employing our super- 
visory investment service. Individual trusts 
total $64,376,412, an increase of almost one- 
half million, while corporate trusts are at 
$19,330,000, down a million and a quarter. 


Frank C. Roberts, Jr.. REAL ESTATE TRUST 
CO., Philadelphia. 


Our total trust funds at the end of 1943 
amounted to $149,073,697.24. Notwithstand- 
ing the reduction in the size of individual 
estates throughout the country by opera- 
tion of estate and inheritance taxation, the 
maintenance of our total trust funds in vol- 
ume approximately equal to 1942 reflects 
the continued public confidence in our Trust 
Department. New executor and trustee ac- 
counts continue to come to us in a steady 
flow, replacing estates distributed. Our vol- 
ume of insurance trusts shows a substan- 
tial increase over the preceding year. Many 
companies of prominence have appointed us 
as trustee of their pension and profit shar- 
ing trusts and this business shows a very 
substantial gain over 1942. 


Common Trust Fund “A”, created in 
1940, (shows) income distributed in the year 
ending December 10, 1943 totaled $4.00 per 
investment unit, as compared to $4.03 in 
1942 and $3.68 in 1941. The value of the 
fund per investment unit on December 10, 
1943 was $107.86, as compared to $100.66 
per unit on December 10, 1942. The total 
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assets of the fund as of December 10, 1943 
amount to $4,113,000.00. 

Trust Department commissions for 1943 
were $543,580, as compared with $541,733 
in 1942, out of respective total bank income 
of $4,773,517 and $4,408,072. 


L. H. Gethoefer and J. O. Miller, 
PITTSBURGH TRUST CO. 


PEOPLES- 


The gross earnings of the Trust Depart- 
ment reached the figure of $182,262.17. The 
net earnings of the trust department, after 
deducting the itemization of expenses as 
prepared by the auditing department of 
$133,586.98, were $48,675.19. 


During 1943, we terminated ‘and distri- 
buted the assets of 188 trust accounts for 
a total principal sum of $867,795.22, com- 
pared with 266 accounts for a total of 
$1,066,133.28 last year. To offset this ma- 
turing of trust estates, we obtained 124 new 
trust accounts for a total of $865,802.96, 
compared to last year’s record of 137 new 
accounts for an initial value of $1,396,- 
778.86. For the year, therefore, our acquisi- 
tions of new active trust accounts were 
within $1,992.26 of the maturing active 
trust business. *** 


Our trust funds are materially in excess 
of the figures usually given. We have 479 
parcels of real estate carried at $479.00, 
which refiect an initial investment value, 
or appraised value, of $8,904,886.58. We 
have 164 items of stock in agency accounts, 
carried at $164 which reflect true value of 
$266,239. We have 78 items of bonds in 
agency accounts, a good many of them gov- 
ernment bonds, carried at $78 which re- 
flect a true value of $22,114.00. If, to the 
book value of our trust funds $28,826,427.14, 
we would add the real value of the three 
aforementioned items, we would have actual 
trust funds in our custody of $38,241,666.72. 

The potential trust business added dur- 
ing the year, has shown a greater diversity 
than in previous years, and was not con- 
centrated on a few large items. We added 
69 Wills, 9 Life Insurance Trusts, with an 
estimated value of $1,121,361. In addition, 
many wills and life insurance trusts were 
reviewed and in each case our previous ap- 
pointment was retained. 

Our Trust Department has cooperated 
with lawyers and life insurance under- 
writers, which resulted in pension trust 
appointments. There are a number of ad- 
ditional appointments ready to come to us. 

During the year 1943 we received either 
Principal or income totalling $9,303,875.69 
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compared to a total of $9,013,869.21 last 
year. We disbursed during the year either 
by check or by book transfers in payment 
of expenses, repairs, taxes, distributions or 
investments, a total of $8,960,779.66 com- 
pared to a total of $9,354,679.22 last year. 

The Trust Department supervises the 
placing of all fire and casualty insurance 
on properties owned and managed by this 
institution. During 1943, $538,510.49 was 
paid out for fire, tornado and extended cov- 
erage insurance, $13,850.54 for War Dam- 
age Insurance and $3,069.71 for Rent In- 
surance on commercial properties. 

Customer relationship continues to be 
good. We have continued the practice of 
sending our trust beneficiaries analyses of 
their investments, particularly as to stocks 
and bonds, and of reviewing the entire 
account from time to time. This practice, 
although costly, should be continued because 
it has met with enthusiastic approval of 
our trust beneficiaries. 

Sidney D. Kline, BERKS COUNTY TRUST CO., 
Reading, Pa. 
® 


Our trust business is showing remarkable 
growth and the trust organization measures 
up fully to every requirement. 


P. D. Houston, AMERICAN NATIONAL BANK, 
Nashville, Tenn. 


The growth of this Department indicates 
an even wider use of its facilities by indivi- 
duals, institutions and corporations through- 


out Virginia. Profitable new business, well 
diversified, has been received during the 
year. Earnings slightly exceed those of 
1942, which were the largest in any one year 
to that date. Changing family situations 
brought about by the war or otherwise, and 
the concern over economic conditions and 
rising taxes have caused many individuals 
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to make use of our experience in develop- 
ing plans for the conservation and distribu- 
tion of their estates and have named this 
Bank as executor in their wills. New resi- 
dents of the State have done likewise in 
order to comply with the Virginia law, which 
requires at least one of the executors to be 
a resident or a trust institution of this State. 
Other customers, particularly those who 
lack investment experience, or who have the 
management of institutional endowment 
funds, have found one or more Trust De- 
partment services to be especially helpful. 
Safekeeping facilities have proved useful 
to corporations lacking adequate means for 
handling their own securities. Individuals 
who have recently established their citizen- 
ship in Virginia have transferred their se- 
curities, heretofore held outside of this 
State, to the Trust Department under safe- 
keeping agreements as a precaution against 
the assessment of dual state inheritance 
taxes. 

Employee pension trusts in which this 
Bank is named as trustee have been opened 
in small volume. While the Bank is not 
prepared to plan such trusts, which is a 
highly specialized business in itself, the 
Trust Department is equipped to act as 
trustee under the agreements. The services 
of the Corporation Division in acting as 
transfer agent or registrar for capital stock 
issues or dividend-paying agent have been 
found useful as well as economical by corpo- 
rations in freeing for other duties within 
their organizations employees who neces- 
sarily must be capable. A large amount of 
new business can be traced to the recom- 
mendations of the Bank’s customers and 
friends. 

Jchn M. Miller, Jr. and H. Hiter Harris, FIRST 

& MERCHANTS NATIONAL BANK, Richmond, 

Va. 

- 

We again report progress on our trust 
efforts and a normal growth was our expe- 
rience for the year. Many new wills and 
accounts were placed with us. Soon after 
the declaration of war we extended an in- 
vitation to all service men and women of 
those affected by their absence to use our 
services regardless of the size of their ac- 
count. Through the medium of printed ma- 
terial and _ personal letters, pertinent 
changes in the tax laws and other matters 
pertaining to trusts and estates were 
brought to the attention of our customers, 
many of whom have made changes in their 
wills and trust instruments, to their advan- 
tage. ‘ 

H. H. Augustine, STATE-PLANTERS BANK & 

TRUST CO., Richmond, Va. 


TRUSTS and ESTATES—March 1944 


At the close of the first year of opera- 
tions the total of assets entrusted to its 
management was $554,087.99. Since 1921 
each year has witnessed a steady growth of 
the Trust Department. In 1943 the increase 
in assets was $789,398 and the total of all 
estates and trusts now is $10,639,612.15. 


C. Francis Cocke, FIRST NATIONAL EX- 
CHANGE BANK, Roanoke, Va. 


. 

Our Trust Department had another ac- 
tive and profitable year. Fees received were 
the largest in the history of the Bank with 
the exception of 1942 which were abnormal- 
ly increased by the receipt of a single large 
fee close to the year end. This Department 
has more than paid its way every year 
since its establishment. The growth of the 
assets has been steady, until at the year 
end they amount to more than $14,000,000. 
The bulk of our fees is received from liv- 
ing trusts, testamentary trusts and exe- 
cutorships. Corporate trust business shows 
a further decrease during the year and it 
is extremely doubtful whether there will be 
any increase in this field for a number of 
years to come. We are, therefore, concen- 
trating our attention on the other items, and 
we are also endeavoring to increase the 
number of agency accounts, in which field 
we can be of real service and can become 
better acquainted with our customers, who 
may, if entirely satisfied with the service 
we can render, establish living trusts or 
may name us as executors. We are con- 
tinuing to advertise our trust service by 
mailing material principally to a selected 
list. While the effects of this type of adver- 
tising are slow in being felt, they are 
cumulative and we can now see some re- 
sults from earlier advertising. The Trust 
Committee of the Board of Directors is a 
real factor in soliciting business. 


George H. Greenwood, PACIFIC NATIONAL 
BANK, Seattle. 


-s 

With each succeeding year we note an 
increased demand for our (trust) services. 
Significantly, the assets administered by 
our Trust Department have increased over 
twenty-five per cent during the past year 
and represent many new appointments. The 
number of such new appointments and the 
greater average size would indicate that 
many more individuals of substantial means 
are turning to banks for service as executor 
and trustee. We have established several 
important Pension Trusts during the past 
year and are discussing similar plans with 
other large corporations in this area. 


Lawrence M. Arnold and J. A. Swalwell. 
SEATTLE-FIRST NATIONAL BANK. 
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The Trust Department continues to be 
one of the most important divisions of the 
bank. The volume of business during 1943 
has shown a moderate increase. 

Cebert Baillargeon, SEATTLE TRUST & SAV- 

INGS BANK. 

o 

The Trust Department has had a satisfac- 

tory year. 


MARSHALL & 
Wis. 


ILSLEY BANK, Milwaukee, 


o 
Canada and Foreign 

The gross earnings of the Company for 
the past year were £54,252, as compared 
with £54,583 for the previous year. After 
expenses and providing £3,600 for Income 
Tax payable next year, there is a net sur- 
plus of £10,872. This compares with £10,671 
last year. 

The value of the new business for the year 
ended June 30th, 1943 was £1,340,000. The 
total Trust and Agency Funds under Ad- 
ministration on June 30th last increased to 
£13,425,101. The number of notifications of 
the Company’s appointment as executor and 
trustee of Wills, although it did not reach 
the record figure of last year, is very satis- 
factory. 

EXECUTOR TRUSTEE AND AGENCY COM- 

PANY OF SOUTH AUSTRALIA LIMITED. 

& 


The Trust Department recorded a loss 
of approximately £1,000, and some of this 
was occasioned by an increase in expenses 
of about £500 during the year. The bus- 
iness of the Department continues to in- 
crease in a satisfactory manner, but at the 
present stage of development, overhead is 
disproportionately heavy, as the Manage- 
ment is determined to provide the best 
possible facilities for clients who use our 
fiduciary services. Much heavier volume 
could be handled with little increase in ex- 
penses, and as the trend continues to be 
favourable, it is anticipated confidently that 
the Department can be placed on a per- 
manently profitable basis within five years. 
As a matter of fact, the Bank has profited 
on balance over the six years’ operation of 
the Trust Department, which is contrary 
to normal anticipation, as usually a period 
of some ten to fifteen years is necessary 
before trust department operations are 
profitable. It may also be stated that the 
Bank’s commercial operations have bene- 
fited through the Trust Department, which 
has produced banking business which would 
otherwise not have been enjoyed. 

THE BANK OF BERMUDA, LTD. 
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Gross earnings are made up of net inter- 
est on bonds, debentures, stocks, mortgages, 
agreements, guaranteed funds, and revenue 
from properties, $127,490.87; estates, trusts 
and agency fees and commissions, $80,- 
377.88, a total of $207,868.75. Expenses, 
including taxes and depreciation, amounted 
to $100,734.44, leaving a net income of 
$107,134.31, increasing the earned surplus 
to $357,372.60. Estates, trusts and agencies 
totalled $14,510,119. 


Cc. S. Riley, THE NORTHERN TRUSTS CO., 
Winnipeg. 


Earnings are the highest in the history 
of the Company, despite heavier taxation, 
and the statement shows a_ consistent 
growth in all Departments. Total assets in 
the hands of the Company amount to 
$6,783,941.31, an increase of $609,709, es- 
tates, trusts and agencies totalling $5,051,- 
149. : 

Fred Magee, CENTRAL TRUST CO. OF CAN- 

ADA, Moncton, N. B. 

* 


The net profits for the year after pro- 
viding for Interest on deposits, and Guaran- 


Ancillary administrations 


and trusteeships in the Los 
Angeles area—a frequent 
need of Eastern institutions 
—are invited by the Trust 
Department of this Bank. 


CITIZENS NATIONAL 
TRUST & SAVINGS BANK OF LOS ANGELES 


Established 1890 
Head Office: Spring at Fifth, Los Angeles 
Branches Throughout the City 


MEMBER FEDERAL RESERVE SYSTEM 
MEMBER FEDERAL DEPOSIT INSURANCE CORP. 





272 


teed Investments and Management ex- 
penses Etc., amount to $60,234.69 (in com- 
parison with $52,023.36 in the previous 
year). 

The total assets under the administration 
of the Company have increased $533,034.43 
and now total $7,170,648.95, estates and 
trusts amounting to $2,075,413. 


C. A. Fleming, THE GREY & BRUCE TRUST 
& SAVINGS CO., Owen Sound, Ontario. 


The Company has had a satisfactory 
year. Profits amounted to $476,294, an in- 
crease of $10,000 over last year. 


The total assets under administration 
stand at $321,800,000, the highest in the 
history of the Company. This figure takes 
no account of the business entrusted to our 
Corporate Trust and Stock Transfer De- 
partments which runs into hundreds of 
millions of dollars. 


Sales of foreclosed properties made dur- 
ing the year greatly increased and the 
prices secured for the properties are sub- 
stantially in excess of the valuations made 
by our inspectors. The number of mort- 
gages paid off, mainly in the West, has 
again shown a big increase over last year, 
indicating further improvement in the fi- 
nancial position of farmers. 


Our Stock Transfer Department contin- 
ues to make important contributions to our 
earnings. Each year shows an increase 
in the work entrusted to us by companies 
who have appointed us as their agents. 


Estates, trusts and agencies now total 
$296,000,000, the net figure after writing 
up the new business and deducting cash 
disbursements and the book value of assets 
transferred or closed out during the year. 
The amounts paid out of capital in connec- 
tion with estates and trusts are steadily 
increasing, owing to the heavy drain caused 
by Provincial and Dominion succession 
duties and the need of using more capital 
for the support of members of the family. 


In the new business received during 1943, 
there was a decided increase in the number 
of small estates, 59% of estates being under 
$25,000 and 91% under $150,000. 


There appears to be to-day some mis- 
conception relating to trust companies in 
Canada and the part they play in the 
economy of the country. In the minds of 
some people they seem to be associated 
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with “trusts,” the term usually applied to 
big business to bring combinations exer- 
cising in various degrees some form of 
monopolistic power or control over labour, 
output and prices. Confusion also arises in 
the United States with a form of organ- 
ization in which the shareholders in a 
number of companies assign their stock to 
a small board of trustees, receiving trust 
certificates in exchange. I have often 
thought that in our case if we were called 
“National Trustee Company,” it would in- 
dicate more clearly the nature and scope 
of our business. 


We have had during the year a further 
significant increase in the number of en- 
quiries and requests for advice in planning 
wills and trusts. We have found this is 
due, in most cases, to realization that the 
disposal of an estate, even of moderate size, 
cannot be planned properly without first 
ascertaining the amount of succession duties 
and their effect on any proposed plan of 
distribution. Our Trust Officers who have 
discussed these matters with interested per- 
sons, report that at first the only concern 
is with succession duties, no particular 
thought having been given to income taxes 
which will be payable by the beneficiaries. 
As a result of consultations, tentative plans 
thought satisfactory, have been greatly al- 
tered or abandoned and other plans adopted, 
which will result in substantial savings 
both in succession duties and income taxes 
and more workable plans for maintenance, 
education and welfare of the family. 


Conferences have been under way for 
some time between Canada and the United 
States, with a view to arriving at a re- 
ciprocal arrangement to avoid double suc- 
cession duties and inheritance taxes be- 
tween the two countries. This news is most 
opportune. Several startling examples re- 
cently published in the press of both the 
United States and Canada have dramatized 
the iniquity and hardships involved. Take 
for example the case of a resident of Con- 
necticut, who died leaving $26,521 on de- 
posit with the Royal Bank, Toronto. While 
the estate was a large one, the bank deposit 
was the only property in Canada. The 
succession duties in Canada on this asset 
amounted to—Dominion: $3,058 and Pro- 
vince of Ontario: $10,951. The Will had 
to be probated in Ontario at a cost of 
$1,050, so that $15,059 of the bank deposit 
stayed in Canada and $11,461 staggered 
back to Connecticut, rather dazed after a 
short visit with a friendly neighbor. The 
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United States Federal and Connecticut 
taxes still to be paid are estimated at 
$12,995 and $1,746 respectively. ; 

The combined operations of Canada and 
the United States will not only completely 
wipe out the original bank account of 
$26,000 but there will still have to be paid 
out of the estate a further sum of approx- 
imately $2,000. If a little levity is allowed 
at a shareholders’ meeting, I think it must 
be said that in these days of multiple tax- 
ation the person who lays a golden egg 
really is a goose. It is difficult to under- 
stand that this financial gouging of estates 
should be allowed to go on, especially be- 
tween two such good neighbors as _ the 
United States and Canada. 

There is really no difference in the policy 
or attitudes of the two Governments in re- 
spect of matters involving double taxation. 
In reverse situations the United States 
taxing authorities would be equally harsh 
on Canadian heirs. Nor is the burden of 
double taxation by any means altogether 
borne by the well-to-do. In fact the well- 
to-do by legal procedure as, for example, 
through the medium of a holding company, 
are often able to escape the additional tax 
altogether. 

We understand that agreement has been 
reached in principle, and sincerely hope 
that the necessary legislation will be passed 
to practically put an end to the iniquity of 
double taxation as it exists today between 
the United States and Canada. If agree- 
ment is reached, it ought to be the fore- 
runner of similar agreements among the 
various provinces of Canada and also be- 
tween the provinces and the Federal Gov- 
ernment of the United States. 


W. M. O’Connor, Gen. 
TRUST CO., LTD., Toronto. 


Mer., NATIONAL 


The new Estates, Trusts and Agencies 
business assumed by the Corporation dur- 
ing 1943 was exceeded in amount by only 
three other years in our history, viz., 1929, 
1930 and 1931, when stock and real estate 
values were much higher than they are 
today and the great demand for Call Loans 
and other investments at remunerative 
rates uncovered for us large sums of Guar- 
anteed and Agency funds for investment 
and management. In the several hundred 
estates which fell into our hands for ad- 
ministration in 19438, 68% of them were 
below $50,000 in value. The total of Estates, 
Trusts and Agencies is $234,627,151. 


William G. Watson, TORONTO GENERAL 
TRUSTS CORP. 
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Estates, Trusts and Agency account, as 
of December 31, 1943, stood at $898,610,765. 
F. G. Donaldson, MONTREAL TRUST CO. 


Gross revenue at $2,794,846, was up 
$106,507. Charges, before taxes, showed 
an increase of $27,166. at $2,127,379. Pro- 
fit for the year was $667,467. of which 
$263,773. was required to provide for taxes, 
lezving a net profit of $403,694., being a 
gain of $25,325. 

Assets under administration, including 
own and guaranteed, are up $38,000,000., 
the total now being $788,000,000, at nom- 
inal valuations. This is an all-time high. 

On the present basis of dividends, our 
shares yield 4.57%, which should interest 
investors to whom we may be able to offer 
shares from time to time as large holdings 
in estates of former shareholders are broken 
down. We like to keep our stock moving 
from estates into new and desirable hands, 
as it frequently happens that, as new share- 
holders become better acquainted with their 
Company and the services which it per- 
forms, they make use of these services and 
encourage others to do so. Our estates and 
trusts business continues to grow, but there 
is much to be done to bring about a wider 
use of trust companies as executors and 
trustees, but our problem, especially under 
war conditicns, is to find the time to develop 
new business on anything like the scale 
that should be possible. 


The corporate trust department of our 
business showed some improvement during 
the year. Despite a dearth of new financing 
we were able to obtain several new appoint- 
ments. Some of these arose because com- 
panies with shareholders in more than one 
province realized the importance to their 
shareholders of providing additional trans- 
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fer facilities to minimize multiple succession 
duties. 

We have made extraordinary efforts, 
through economies and shortcuts, to main- 
tain our services without increasing our 
charges. This has been difficult in view 
of the constantly-increasing cost of doing 
business, particularly in scales of salaries, 
including cost-of-living bonuses, ete. If 
costs continue to increase, I do not know 
how long we shall be able to operate, with 
a modest margin of profit, at the present 
rates of charges to our clients. 

With a continued sound national economy 
the future of Trust Companies seems rea- 
sonably promising, regardless of the fact 
that large family fortunes are being rapidly 
depleted by taxation, for Trust Companies 
offer great advantages to those innumerable 
individuals who are dependent on their life 
savings for the protection of their families. 


Ross Clarkson, ROYAL TRUST CO., Montreal. 
oe 


The total of Estates, Trusts and Agencies 
is $31,504,229. 
E.-L. Patenaude, SOCIETE D-ADMINISTRA- 
TION ET DE FIDUCIE, Montreal. 


Trust Funds in Pennsylvania 


Trust funds administered by Pennsyl- 
vania institutions declined from $4,075,- 
474,010 at the end of 1942 to $4,062,998,374 
at December 31, 1943, according to figures 
recently released by the Department of 
Banking. State banks and trust com- 
panies held the great bulk of the funds 
with $3,860,162,113 and $3,850,494,359 for 
the respective dates, the national banks 
having the remainder. 

Corporate trusts also dipped from 
$4,574,623,249 to $4,468,223,287. Of these 
totals, national banks had only $60,106,568 
and $52,510,868, respectively. 

These declines may be attributable, more 
or less, to the fact that there were 24 less 
reporting institutions. 
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Trust Business Profitable 


The following figures covering earnings 
of eight trust companies in Michigan for 
the year 1943 show that the trust business 
can be profitable. These companies are 
strictly fiduciary institutions, and discount- 
ing all other earnings, income from trust 
service exceeded total operating expenses. 


(Data through courtesy of State Banking 
Department. ) 


Current operating earnings: 
Interest and dividends on se- 
were Se 
Interest and discount on loans 165,066 
Trust earnings __ __.. 2,506,981 
Other earning’s 450,239 


____-_______ $3,282,914 


Current operating expenses: 
Salaries and wages ____. 


___.$1,738,075 
acs ae eee Ae ns oo 


672,094 


$2,410,169 


Net current operating earnings $ 822,745 
Add: Recoveries and profit 453,380 


$1,276,125 
Deduct: Losses and charge offs 189,117 
$1,087,008 


Deduct: Taxes on net income 204,565 


$ 882,443 
325,347 


$ 557,096 


Deduct: Dividends paid on capital 
Net profits after dividends 


The total capital accounts of the eight 
trust companies at December 31, 1943, was 
$10,849,323. 


Nine State commercial banks having full 
trust powers report trust department earn- 
ings for the year 1943 aggregating $173,264, 
while their total current operating earnings 
including the trust departments totaled 
$3,795,411, making trust earnings 4.56% 
of total operating earnings. 





COMPLETE TRUST SERVICE IN GEORGIA 
through ten offices in six cities 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Birmingham—J. H. Burnum has been ad- 
vanced from assistant trust officer to comp- 
troller of the FIRST NATIONAL BANK; 
Emmett D. Bates, from assistant auditor to 
assistant, trust officer. 

Montgomery—Gordon K. Meriwether, 
assistant trust officer of the FIRST NA- 
TIONAL BANK, has been appointed real 
estate officer; Joseph D. Jolly elected trust 
officer. 


ARIZONA 


Phoenix—Robert D. Walker, trust officer 
at PHOENIX SAVINGS BANK & TRUST 
CO. for 14 years, has resigned. George J. 
Kunze, assistant trust officer, will succeed 
him. 


CALIFORNIA 


Los Angeles—H. W. Brown, junior vice 
president and manager of CITIZENS 
NATIONAL TRUST & SAVINGS BANK 
(Hollywood-McCadden Br.) has been elect- 
ed a vice president; E. M. Peterson (Wil- 
mington Br.) promoted from asst. secre- 
tary to assistant trust officer. 

San Francisco—Laurence H. Tharp has 
been promoted from trust officer to vice 
president and trust officer of the ANGLO 
CALIFORNIA NATIONAL BANK. 

San Francisco—Fred A. Ferroggiaro, 
executive vice president of BANK OF 
AMERICA N. T. & S. A., advanced to 
chairman of finance committee, succeeding 
W. E. Blauer. Mr. Blauer will continue as 
director and a member of the general execu- 
tive committee. 

San Francisco—John F. Boyle has been 
named assistant trust officer of the 
CROCKER FIRST NATIONAL BANK. 


COLORADO 


Denver—Charles M. Good has been ad- 
vanced from cashier and trust officer to 
vice president and trust officer of the 
CENTRAL SAVINGS BANK & TRUST 
Co. 

Denver—Arthur O. White promoted to 
trust officer of the UNITED STATES 
NATIONAL BANK;; Ralph Gowan succeeds 
him as assistant trust officer. 


CONNECTICUT 


Stamford—Gibbs Lyons, chief national 
bank examiner of the Second Federal Re- 


serve District, has been elected president 
of the FIRST-STAMFORD NATIONAL 
BANK, succeeding Clarence W. Bell, elected 
chairman of the executive committee. 


DISTRICT OF COLUMBIA 


Washington—William Rea, formerly ac- 
countant of the AMERICAN SECURITY 
& TRUST CO., has been elected assistant 
trust officer. 


FLORIDA 


Miami Beach—At the MIAMI BEACH 
FIRST NATIONAL BANK the following 
elections have been announced: Charles H. 
Alcock, formerly vice president and trust 
officer, now executive vice president and 
trust officer; John J. Hutcheson, vice pres- 
ident and trust officer; Frank Smathers, 
Jr., assistant vice president and trust offi- 
cer. 

St. Petersburg—Thomas T. Dunn, trust 
officer of the FIRST NATIONAL BANK, 
has been also named vice president. 

Tampa—H. S. Prince, trust officer and 
secretary of the FIRST SAVINGS & 
TRUST CO., has been named vice president 
and trust officer. 


IDAHO 


‘Boise—William Buskett has been ap- 
pointed assistant trust officer of the FIRST 
NATIONAL BANK. 


IOWA 


Des Moines—S. G. Barnard, in the trust 
department of BANKERS TRUST CO., has 
been made assistant secretary. 


KENTUCKY 


Madisonville—George R. Mills elected 
trust officer of the KENTUCKY BANK & 
TRUST CO., succeeding H. A. Wynn. 


MASSACHUSETTS 


Boston—In reporting the promotion of 
W. Rowe Rowlings as assistant trust officer 


of the BOSTON SAFE DEPOSIT & 
TRUST CO., in the January issue, error 
was made in spelling his name Bowling. 


MICHIGAN 


Saginaw—Richard A. Packard has been 
promoted from assistant trust officer to 
vice president of the SECOND NATIONAL 
BANK & TRUST CO. 
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NEBRASKA 


Lincoln—C. W. Battey has been promoted 
from cashier to executive vice president of 
the CONTINENTAL NATIONAL BANK; 
Edward A. Becker from vice president and 
trust officer to senior vice president. 


NEW HAMPSHIRE 
Concord—At the FIRST NATIONAL 
BANK, James B. Godfrey, attorney, has 
been named assistant trust officer. 


NEW JERSEY 
Morristown — Stephen S. Whitney pro- 
moted to secretary and assistant trust of- 
ficer of the MORRISTOWN TRUST CO. 
South Orange—Last month, reporting the 
promotion of Harry J. Ries to vice presi- 
dent of the SOUTH ORANGE TRUST 
CO., error was made in stating the name 
of the bank as the Garden City Bank & 
Trust Co. 
NEW YORK 
Brooklyn—C. Arthur Kenney, in the cor- 
porate trust dept. (N. Y. Office) of the 
BROOKLYN TRUST COMPANY, has also 
been appointed an assistant secretary. 
Brooklyn—Percy T. Stapleton, formerly 
chief clerk of Kings County Surrogate’s 
Court, has been appointed assistant to the 
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president of the LAFAYETTE NATION- 
AL BANK. 

New York—Promotions from second vice 
presidents to vice presidents of the CHASE 
NATIONAL BANK last month included 
Alexander A. McKenna of the trust dept. 


New York—James A. Jackson, associated 
for the last 8 years as partner of Lazard 
Freres & Co., investment bankers, has been 
named president of the CONTINENTAL 
BANK & TRUST CO. 

New York—H. M. Rogers has been ap- 
pointed an assistant trust officer of J. P. 
MORGAN & CO. 


Walden—Daniel S. Frolen has been elect- 
ed executive vice president of the FIRST 
NATIONAL BANK. He was formerly 
trust officer of the National Bank of Mid- 
dletown, N. Y. 


NORTH CAROLINA 

Wilmington—THE PEOPLES SAVINGS 
BANK & TRUST CO. announces the elec- 
tion of D. M. Darden as vice president and 
cashier, and Robert H. Tate, vice president 
and trust officer. 

Winston-Salem — Thomas L. Carroll, 
former executive secretary of the Commun- 
ity Chests of Charlotte and Winston-Salem, 
has been appointed personnel director of 
the WACHOVIA BANK & TRUST CO. 
(and branches). In this newly created 
post he will also conduct staff training 
programs. 

OHIO 

Alliance—Ruth Barnhart, associated with 
the CITY SAVINGS BANK & TRUST CO. 
for the past 16 
years, is the 
first woman in 
the city to be 
appointed as- 
sistant trust 
officer. In ad- 
dition she is 
the only Alli- 
ance woman to 
be graduated 
from the Mc- 
Kinley School 
of Law and 
was the first 
woman presi- 
dent of the 
Alliance-Salem 
Chapter of the 
A.I.B. 

Canton—Glenn Yohe has been elected 
assistant trust officer of the FIRST NA- 
TINAL BANK. 


RUTH BARNHART 
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Cleveland—Paul A. Dunne and Bruce 
Whidden, estates trust dept. of the CEN- 
TRAL NATIONAL BANK, have been elect- 
ed assistant trust officers. 


Cleveland—Promotions at the CLEVE- 
LAND TRUST CO. include: Harlan S&S. 
Yenne, trust officer and E. A. Branch, as- 
sistant vice president, to vice presidents, H. 
L. Flynn, estates planning dept. to assistant 
vice president; N. V. Rippner, trust officer; 
Robert P. Biechele and Richard S. Jett, 
assistant counsel; Clifford A. Downheimer 
and J. Ross Rothaermel, assistant control- 
lers; William E. Squire, assistant manager, 
estates tax dept. and Milton F. Brightwell 
and Carl H. Kent, Jr., trust investment 
officers. 

Cleveland—Francis J. Amer, with the 
NATIONAL CITY BANK since 1943, has 
been elected a vice president and trust offi- 
cer. Prior to joining the bank Mr. Amer 
practiced law for 10 years, specializing in 
probate and trust work. 


OKLAHOMA 


Oklahoma City—R. A. Vose, director and 
chairman of the board of the FIRST NA- 
TIONAL BANK & TRUST CO., has been 
elected president succeeding the late W. E. 
Hightower. L. B. Jackson, former chair- 
man of the board of the American National 
Bank at Sapulpa, succeeds Mr. Vose as 
chairman; A. J. Peters, a vice president, 
advanced to executive vice president. Mr. 
Vose is vice president of the Southwestern 
Cotton Oil Co. 


com 
Lat 


Tulsa—Nor- 
man M. Hul- 
ings has been 
named head of 
the trust de- 
partment of 
THE FIRST 
NATIONAL 
BANK AND 
TRUST CO. 
He has_ had 
long experi- 
ence in proper- 
ty manage- 
ment and the 
administration 
of trust es- 


N. M. HULINGS tates. 


PENNSYLVANIA 


Altoona—N. F. Lane, former trust offi- 
cer of the FIRST NATIONAL BANK, has 
been named cashier, succeeding Robert C. 
Wilson. 
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Pittsburgh—In reporting the promotion 
of Emerson A. Smith as assistant trust 
officer of THE COLONIAL TRUST COM- 
PANY last month, the location of the bank 
was erroneously stated as New York City. 


Reading—Sidney D. Kline, newly elected 
president of BERKS COUNTY TRUST 
CO., was form- 
m erly associated 
as trust officer 
with the Mu- 
tual Trust Co. 
of Philadelphia 
and the Union 
Bank & Trust 
Co. In 1929 
took the posi- 
tion of trust 
officer with 
the Colonial 
Trust Co. of 
Reading, pre- 
decessor to 
Berks County 
Trust, of which 
he was lately 
vice president and trust officer. 


Washington—H. P. McConnell has been 
promoted from trust officer to vice president 
of the CITIZENS NATIONAL BANK. 


SOUTH DAKOTA 


SIDNEY D. KLINE 


Sioux Falls—Loren I. Shoop has been ap- 
pointed assistant trust officer at the FIRST 
NATIONAL BANK & TRUST CO. 


TENNESSEE 


Nashville—J. D. Williams promoted from 
assistant secretary to assistant trust officer 
of the THIRD NATIONAL BANK. 


TEXAS 


El Paso—C. N. Basset elected chairman 
of the board and R. W. McAfee named 'pres- 
ident of the STATE NATIONAL BANK. 
W. W. Scott promoted to vice president and 
trust officer. 

Houston—J. S. Whitworth, vice president 
and trust officer of, the GUARDIAN 
TRUST CO., has been elected a director. 

San Antonio—Ernest A. Baetz, executive 
vice president of the BEXAR COUNTY 
NATIONAL BANK, has also been named 
trust officer; John E. Lee, cashier, also 
named assistant trust officer. 


VIRGINIA 


Marshall—P. W. Anderson has been pro- 
moted from cashier to executive vice pres- 
ident, and to continue as trust officer of 
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the MARSHALL NATIONAL BANK & 
TRUST CO. 


Radford—A. C. Hankla has been elected 
trust officer of the FIRST & MERCHANTS 
NATIONAL BANK, in addition to his 
duties as cashier. 


Richmond—Preston B. Watt, formerly 
executive vice president and trust officer 
of the VIRGINIA TRUST CO., has been 
elected president, succeeding Walker Scott. 


ENGLAND 


London — Directors of the MIDLAND 
BANK, Ltd., announce election of Clarence 
T. A. Sadd, C.B.E., J.P., D.L., as vice chair- 
man of the bank and also of the MIDLAND 
BANK EXECUTOR & TRUSTEE CO., 
Ltd. 


TRUST INSTITUTION BRIEFS 


Los Angeles, Cal—The Hays & Brad- 
street general agency, New England Mu- 
tual, announce the opening of a pension 
trust department headed by S. Albert Clark 
as consultant. The pension trust depart- 
ment will design and present the material, 
cooperate in formulating the trust agree- 
ment, and in filing and recording the trust 





N. Y. State Comptroller Frank C. Moore 
(left) and F. Abbott Goodhue, President of 
Bank of the Manhattan Company, renew 
104 year old state contract under which the 
Bank continues to act as Transfer Agent 
for New York State. The Bank has been 
acting in that capacity for 126 years, the 
last contract, unrevised until now, having 
been executed in 1840. 
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and other records with governmental bur- 
reaus. Trusts will be reviewed each year to 
keep them in compliance with tax laws and 
regulations. 


Fort Lauderdale, Fla.—One of the most 
outstanding advances in resources (243 
places) among the banks of the United 
States was scored during 1943 by the 
BROWARD BANK & TRUST CO. It is 
now the 745th largest bank in the country. 


South Bend, Ind.—Plans have been ap- 
proved for the merger of the City National 
Bank & Trust Co. and the Merchants Na- 
tional Bank to form the NATIONAL BANK 
& TRUST CO. Principal executive officers 
of the consolidated banks will be: Dr. 
Stanley A. Clark, chairman of the board, 
C. Frederick Cunningham, president; Delos 
M. Coen, vice president and cashier; Claude 
O. Craig, vice president, and Roland W. 
Goheen, vice president and trust officer. 


Philadelphia, Pa.—Miss Marion G. Reh- 
fuss, formerly in the trust dept. of the 
CORN EXCHANGE NATIONAL BANK 
& TRUST CO., has been commissioned a 
second lieutenant in the Women’s Army 
Corps, U.S.A. Signal Corps, temporary duty 
at Arlington, Va. Miss Rehfuss was chair- 
man of the National Women’s Committee 
of the A.I.B. for 1942-3 and also served 
as associate councilman for south eastern 
Pennsylvania and Delaware. 

Richmond, Va.—Alexander W. Waddell 
has been elected as director of the FIRST 
& MERCHANTS NATIONAL BANK. He 
formerly held that position, resigning in 
1933 to re-enter the diplomatic service of 
the United States to become Ambassador to 
Argentina. His last post in the service was 
as Ambassador to Spain, appointed in 1939 
and retiring in 1942. 


IN MEMORIAM 
FRED W. SHIBLEY, vice president of 


the Bankers Trust Co., New York. Mr. 
Shibley had been a world famous exponent 
of modern industrial management and au- 
thority on budgetary control. 

CAPT. ROBERT P. FLEISCHER, of the 
169th Infantry, was killed leading his com- 
pany in the fighting at Munda. Prior to 
his entering the army he was in the trust 
department of the Hartford-Connecticut 
Trust Co. 

C. VICTOR MATHEWS, assistant secre- 
tary and estate analyst of the Wilmington 
Trust Co. 











CURRENT EVENTS 





“WHITEMARSH HALL” 











NE of the specific examples of in- 
dustrial improvement that may find 
an extensive field for post-war develop- 
ment is the use of attractive country es- 
tates for research laboratories and pos- 
sibly for many other phases of industrial 
life. Better working conditions are the 
order of the day, not only in contributing 
to better labor relations but to better pro- 
duction as well, particularly in ultra- 
skilled, clerical and research work. 
Imagine walking, cycling or riding up 
a long wooded drive-way, through gar- 
dens by a fountain or two, entering the 
great-hall of a fine manor house that 
looks like an improvement on most castles 
of royalty, walking into a panelled room 
with tall windows—sunshine and fresh 
air at your finger-tips—and going to 
work! Maybe lunch in the wainscoted 
dining-hall or at a table in the park-like 
grounds, or a spot of coffee in the draw- 
ing room at 4 o’clock. On occasion, a 
company gathering or departmental 
party in the game-room or ballroom. The 
cleanliness, quiet and good living of the 
country while you design new castings or 
experiment with plastic powders, or re- 
cord the transactions of your shipping 
company or insurance office. 


COUNTRY ESTATES FOR INDUSTRY 











There have been some notable country- 
industries, such as Conde-Nast publica- 
tions, Kohler Company’s development and 
others, to which we now add the inter- 
esting picture of the Research Labora- 
tories of the Pennsylvania Salt Manu- 
facturing Company, occupying the for- 
mer Edward Stotesbury estate, “White- 
marsh Hall’, just outside Philadelphia. 
No manufacturing will be carried on; 
scientific research, product testing and 
patent activities of the various plants are 
to be centered here, with a staff of 75 
chemists and their assistants. The 150 
room house, with 27 acres of the grounds, 
were bought from the estate in October 
1943 for less than the cost of construct- 
ing suitable new laboratory buildings, 
according to Leonard Beale, president of 
the company, a leading manufacturer of 
household chemicals. 

Originally assessed at $854,000 (in- 
cluding all 308 acres) the mansion alone 
was estimated to have cost over $2,500,- 
000. Assessed value has been reduced 
to $600,000 and application is pending 
for further reduction; the sale price of 
house, gardens and 27 acres has just 
been reported at $170,000 by the trus- 
tees: Mrs. Stotesbury, Charles D. Dickey 
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and William C. Mason. The zoning 
board has approved the scientific use and 
Mr. Beale announces that only interior 
alterations will be made, preserving the 
appearance of this fabulous show-place 
and the gardens which are patterned 
after those at the Versailles palace. The 
mansion also contains a miniature sound- 
movie theatre—which may be put to good 
use by the present owners. 


Illustrious people of many nations have 
known the vast rooms and gardens of 
Whitemarsh, and as Mr. Beale has aptly 
said, it is a kind fate which destined it 
not to be torn down or neglected, but to 
become a national center of industrial 
and chemical advancement where the 
spirit of research magic will evolve new 
contributions to the standard of living 
of all America. 


It may well be that such enterprising 
industrialists of today will be the sav- 
iours of these great landmarks that tie 
us to the past and will give the gracious 
living conditions to workers that the 
founders of industries have enjoyed— 
and generally earned by brilliant achieve- 
ments. This may be too a trend of very 
great significance to real estate and to 
executors of large estates. Within the 
month “Richmond Hill,” the 44-room 
former home of George W. Hill of the 
American Tobacco Co. at Irvington, N. Y. 
was leased to the North American Phil- 
ips Co. for a period of years. Two miles 
from the company’s main plant, it will 
also be used for work in fundamental 
and product research in physics and 
chemistry, including electronics. 
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Rebuilding of Blighted 
Areas 


Possibility that cities might assemble 
land for rebuilding blighted areas through 
special financing authorized by the state, 
set off for long-term operation, and amor- 
tized from sales, leasing and tax returns of 
the property involved, was discussed at the 
annual business meeting of the Urban Land 
Institute in Washington, D. C., last month. 
The proposed device was suggested as a 
means for getting action started now, in 
time to channel a part of the great rush of 
construction activity expected at the war’s 
end into rebuilding of existing city areas, 
rather than into ballooning present city cir- 
cumference. Hugh Potter, nationally- 
known community developer of Houston, 
Tex., was renamed president of the Institute. 


QO 


Home Repair Chart 


A convenient chart listing various com- 
modities in connection with home repairs 
and remodeling and the applicable rules and 
regulations under WPB, Regulation W and 
FHA has just been made available by the 
American National Bank and Trust Com- 
pany of Chicago. The chart sets forth the 
regulations as to construction and financing 
for: fuel conservation, plumbing and heat- 
ing, remodeling and improvements, neces- 
sary new construction, maintenance and re- 
pair and combination jobs. 
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THE PLANNED ESTATE 


Suggestions for Avoiding the Havoc of Inadequate 
Financial Planning 


SAMUEL J. FOOSANER 


Chairman of Committee on Federal and State Taxation, and of Insurance Section, 
New Jersey State Bar Association 


OW is it that one man can leave an 

estate valued at $1,000,000, and yet 
not make as adequate provision for his 
family as another, whose estate totals 
one-tenth as much? The sun does not 
rise twice in succession without someone 
leaving an estate consisting of a hodge- 
podge of assets, accumulated only for 
temporary enjoyment and in blissful dis- 
regard of what they might protractively 
provide. 

Call it the Unplanned Estate, if you 
will; or the House that Jack Built with- 
out a blue-print. Compare it to the 
Planned Estate, which the builder deter- 
mined would permit him to indulge per- 
sonally in its reapings while he lived, 
but which simultaneously was mapped, 
organized and laid out in a manner to 
provide most effectively and advan- 
tageously for his loved ones after he 
passed on. 

Possibly the best way to see how de- 
privation and misfortune are inadver- 
tently invited in daily experience, would 
be to analyze two common examples. 


An Unplanned Estate 


R. X, a resident of New Jersey, 
possessed a gross estate of approxi- 


mately $1,100,000. It consisted of $400,- 
000 of stock, representing a 20% interest 
in a close corporation in which he was 
a vice-president; a beautiful 19-room 
home, costing $200,000, on the ocean 
front on the Atlantic Coast; a 14-room 
house, valued at $150,000, in the suburbs 
of the city in which his business inter- 
ests were located; miscellaneous securi- 
ties worth $50,000; two parcels of busi- 
ness real estate at $100,000; life insur- 
ance, on which he paid the premiums, in 
the amount of $100,000; $60,000 in cash, 
and miscellaneous personal property 
worth $50,000. Mr. X having died on 
June 30, 1943, his estate was subject to 
the provisions of the Revenue Act of 
1942, insofar as they amended the In- 
ternal Revenue Code. 


Accordingly, after allowing for the 


‘specific Federal estate tax exemption of 


$60,000, all his property, inclusive of the 
life insurance which was made payable 
to his wife and three children, was in- 
cludible in his gross estate. With due 
allowance made for funeral expenses, 
last debts, administration fees and all 
other deductions, aggregating $50,000, 
the net taxable estate in the hands of the 
executor was fixed at $1,000,000. The 
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executor estimated the federal estate tax- 
es to be $335,000, and the New Jersey 
inheritance taxes to be $57,000, making 
the total mandatory obligations of the 
estate $442,000. 


Unreal Values 


ACED with the necessity of produc- 

ing the requisite $442,000 in cash, 
X’s executor first considered the two 
homes which allegedly possessed a fair 
market value of $350,000. Here, the 
executor met with his first shock. . While 
he had consulted with Mr. X at the time 
that he was appointed executor, lacking 
the experience and knowledge that come 
with the administration of estates, he 
failed to caution his friend with respect 
to the difficulty of disposing of large 
units of residential real estate, particul- 
arly where time was of the essence. When 
the executor endeavored to sell the two 
properties, the best offer he could obtain 
for both of them was $60,000. 

To illustrate with a well known case, 
three years after the death of steel- 
master Charles M. Schwab, his estate in 
Loretto, Pa., was disposed of for ap- 





Estate Termites 
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proximately 6% of its cost. The Schwab 
instance, emphasizing the tremendous 
shrinkage which invariably takes place 
between the “fair market value” of real 
estate, and the sale price which it pro- 
duces upon death of the owner, is a com- 
monplace one. The frequent advertise- 
ments and news items respecting large 
residences furnish convincing proof of 
this. 


Stock Goes Begging 


R. X left stock in a close corpora- 

tion, considered to be worth $400,- 
000. Most unfortunately, however, he 
did not leave a stock purchase agreement 
under the terms of which there would be 
buyers of that stock. While he received 
attractive compensation and _ periodic 
dividends during his lifetime, his income 
ceased upon his death and, justifiably or 
otherwise, the surviving stockholders de- 
cided to expand the plant and increase 
their respective salaries. These expen- 
ditures meant that further dividends 
could not be paid for several years. With 
X now unable to assert a voice in corpo- 
rate matters, and without any prospect 
of dividends for some time, no one 
seemed interested in buying Mrs. X’s 
minority stock interest. As has hap- 
pened in many situations, she finally 
turned to the surviving stockholders who, 
in a very businesslike manner, expressed 
their disinclination to acquire further 
stock holdings. Protracted negotiations 
resulted in the surviving stockholders’ 
participating equally in the purchase of 
X’s stock at what they claimed was a 
very fair price, namely $200,000. 


The miscellaneous securities, not hav- 
ing a ready market, were disposed of for 
$40,000, and X’s personal property was 
liquidated for $20,000 more. With the 
$60,000 cash which Mr. X left in his es- 
tate, the executor still lacked $122,000 
to meet the demands upon the estate. 
While the business real estate was located 
in a fairly good section of the city, the 
local tax rate had been aggravated to a 
point where there just were no ready 
buyers. This meant that resort had to 
be had to the life insurance and the two 
homes left by X. Although Mrs. X felt 
quite reluctant to dispose of their home 
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in the suburbs, both residential proper- 
ties had to be sold. The net income from 
the business real estate, and the balance 
in proceeds which was left from all the 
transactions, were little comfort to Mrs. 
X and the children, who had become ac- 
customed to living on a scale commen- 
surate with X’s wealth. 


Rigid Instructions 


HE family hardship which follows 

the death of the principal provider is 
not always attributable to the amount 
of shrinkage which occurs in the process 
of transfer. Y had lived in a twelve- 
room home in the suburbs of a Connecti- 
cut city, the purchase price of which was 
$25,000, with an outstanding mortgage 
of $12,000. Relying solely on his own 
judgment, Y had directed his lawyer to 
place instructions in his will to the effect 
that upon his death, the executor “pay 
off the mortgage on my home as soon as 
conveniently possible after my death.” 
The executor was legally bound by this 
rigid instruction. Neither the fact that 
the property was now not worth much 
more than $12,000 nor that Mrs. Y would 
have preferred to move with her two 
children into a small apartment in the 
city, were of any avail; the executor had 
to pay off the mortgage. To achieve this, 
it was necessary to dispose of the one 
income-producing property left by the 
decedent. 

Without qualified guidance, Y had set 
up his insurance estate to provide what 
he believed to be the best type of settle- 
ment option plan. He decided to provide 
for installment payments for the longest 
possible period of time, without impair- 
ing the principal. He left the entire 
insurance proceeds under interest pay- 
ment options, without any right of prin- 
cipal withdrawals, with interest payments 
to be made to Mrs. Y for life, then to the 
infant children for life, and the principal 
remaining at the death of the last sur- 
vivor to be paid to the lawful issue of the 
children and, if none, to the estate of 
the last payee. 

The: above example is not imaginary. 
Like situations have been submitted to 
the courts for alleviation, but even where 
it has been argued that the fixed inter- 
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est payments alone permitted a grossly 
inadequate income to the insured’s depen- 
dents, the courts have decreed that, in 
light of the specific instructions by the 
insured, nothing could be done. 


The Planned Estate 


HE havoc wrought by the unplanned 

estate is a result of the property 
owner’s failure to think through his de- 
sired course of action, and then obtain 
experienced assistance to translate his 
thoughts into a definite program. The 
successful estate planner follows certain 
simple rules. He starts by thinking in 
terms of himself as the executor of his 
own estate. If he were building a house, 
he would not order a quantity of supplies 
without knowing their particular pur- 
pose in advance. Why, then, in accumu- 
lating an estate, should he toss together 
a lot of assets without giving some 
thought to the problems which they might 
invite upon his death? 
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In the transposed position of executor, 
in which our taxpayer imagines himself, 
he would think in terms of mandatory 
cash requirements of his estate, and he 
would consider these needs in light of the 
importance of providing an adequate con- 
tinuing income for his wife and children. 
If a substantial portion of his holdings 
were in a close corporation, he would 
work out some satisfactory arrangement 
with respect to a sale of the stock, or, if 
cash were not required from this source, 
some plan of continued family income 
from it. He would not maintain unmar- 
ketably sized homes without considering 
the estate tax problems which they might 
entail and simultaneously endeavoring 
to provide prudent responses to them. 
He might wish to own business real es- 
tate, if it appeared profitable, but would 
consider such holdings in light of his 
other possessions, and in cognizance of 
the provisions which he had made con- 
cerning them. With regard to miscel- 
laneous securities, he would like to know 
what cash they might yield in the event 
of his death. Of all things, he would in- 
sist on having the life insurance taken 
out for the benefit of his family remain 
unimpaired and set up in a manner which 
would afford the most practical and bene- 
ficial payment of the proceeds. 


An Integrated Program 


HOROUGH estate planning demands 

a complete analysis of the owner’s 
objectives. While the minimizing of taxes 
is highly important, it should be consid- 
ered only in light of the desired objec- 
tives. It invariably happens that, where 
the estate can be placed in such form as 
to result in the saving of substantial tax- 
es, the objectives themselves can be more 
advantageously carried out. With taxes 
and objectives regarded conjunctively, 
much can be accomplished; pondered in- 
dependently, needless hazards are invited. 


Then again, it is extremely important 
that the property owner observe all his 
holdings in their relationship to each 


other. To establish a life insurance pro- 
gram which provides for payment in a 
manner which conflicts with other as- 
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pects of the estate plan, is imprudent. 
To ignore trusts created during life, 
which have a bearing on other holdings 
of the taxpayer, is short-sighted. To 
concentrate on saving income taxes in 
one’s business, without considering the 
effects on the gift and estate tax picture, 
as well as the over-all objectives, might 
well prove harmful to the beneficiaries of 
the estate. To have one’s lawyer draw 
a will without placing before him all the 
essential facts concerning life insurance, 
existing trusts, details of business inter- 
ests, and domestic relationships and re- 
sponsibilities pertaining to the testator’s 
estate, is most unscientific. 


Any gifts should be considered in light 
of statutory tax exemptions. Gifts of 
future interests are not exempt. Gifts 
to those who already have substantial 
estates in their own right may be inad- 
visable. Gifts of property with respect 
to which the taxpayer enjoys certain in- 
come tax deductions do not usually con- 
stitute a smart selection where made to 
donees who are not themselves in the 
higher income brackets. Unstudied as- 
signments of life insurance policies 
should be avoided because of the possible 
income taxation of the proceeds upon the 
insured’s death. 


In short, in considering transactions 
affecting any one of the three Federal 
taxes—income, gift and estate—care 
should be exercised that those advantages 
gained with respect to it are not out- 
weighed by one or both of the others. 
Tax questions run all through estate 
planning. Like other aspects of such 
planning, they demand capable attention. 
Wherever practically possible, therefore, 
it behooves the estate owner to obtain 
the advice and assistance of a qualified 
trust officer, life underwriter and at- 
torney to translate his objectives into 
the most effective program. 


Sales of new ordinary life insurance in 
Canada and Newfoundland during 1943 ag- 
gregated more than $587,000,000, according 
to a compilation by the Life Insurance Sales 
Research Bureau. These figures are based 
on 18 companies representing 86% of the 
new insurance written. 
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F one were to stand on a busy street 
corner and inquire of each passerby 
if he had ever benefitted from trust ser- 
vice, the answers in nine cases out of ten 
would be in the negative. Yet, if each 
could be interviewed, it would almost cer- 
tainly develop that every one had been 
a beneficiary of the trust business with- 
out realizing it. 


Mr. A, for example, has just come 
from the Bank where he tucked away in 
his safe deposit box a ten-share stock 
certificate which was a recent purchase. 
How does he know the certificate is gen- 
uine? Every transfer of ownership must 
pass through a transfer office which us- 
ually means the corporate trust depart- 
ment of a bank where a number of steps 
are carefully seen to, such as the duly 
attested signature of the selling party, 
the payment of State and Federal stamp 
tax, etc. 


Mrs. G has it known that trust busi- 
ness is never thought of by such as she. 
Does she use electric lights? Of course! 
Well, it required a plant with a hundred 
things that cost big money. This money 
was loaned to the company at low rates 
of interest, but not until engineers and 
financial experts had made the loan safe, 
and not until the physical plant was se- 
curely mortgaged to the trust company, 
which had agreed to carry out its many 
provisions to protect the bondholders, 
and not until the trust company by its 
signature had authenticated every bond. 
Finding herself a real trust beneficiary, 
Mrs. G marches off proudly muttering 
something about always knowing she was 
just as good as the Morgans and the 
Rockefellers. 


Then there was the case of Mr. and 
Mrs. Newlywed out shopping for their 
new home on which the trust department 
held the mortgage... Mr. O, a gardner, 
received his weekly pay check from the 
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trust department while his employer is 
serving in the air corps. Mrs. T recalls 
the settlement on an accident was paid 
to the trust company as her guardian 
when she was in her teens, and had heard 
her father say it saved them a lot. And, 
so on the story unravels until it is found 
that every man, woman, and child pass- 
ing the busy corner enjoys the benefits 
of trust service in one or more forms. 
Truly then, the public in general are 
beneficiaries of the trust business, but 
strangely enough, we never seem to tell 
them so. *** 


Will Estates Grow Fewer, Smaller? 


Granting that the trust business in its 
more expansive aspects runs parallel 
with the building of personal fortunes, 
we are brought face to face with these 
questions—“Is the day of capital accumu- 
lations ended?” and “Will invested es- 
tates grow fewer and smaller?” 


Fears that have been expressed are 
founded upon the alarming tendency to 
overlook the value of capital as a socially 
constructive force. There have been 
those in high places who revel at the 
thought of virtually taxing private 
wealth out of existence. They challenge 
the value of the free enterprise system. 
A welter of regulatory and even punitive 
laws have made it increasingly difficult 
for business men to guide their course, 
and excessively high taxes make it diffi- 
cult to accumulate reserves in business 
and private capital for investment. 


But there are clear indications that a 
too pessimistic attitude is not warranted. 
There is no more dependable law in the 
affairs of mankind than the law of action 
and reaction. It is always safe to pre- 
dict the swing of the pendulum. When 
peace comes we want the courage, the in- 
itiative and the ingenuity to rebuild a 
devastated world. This is no job for 
bureaucrats. It is a task for the best 
minds, for skillful organizing ability and 
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for the effective use of every resource 
at our command. Our free enterprise 
system has made America famous the 
world over. The job that returns with 


the peace demands no less. 


But rosy optimism can be as harmful 
as purple pessimism. A happy medium 
is needed. Free enterprise seeks no bed 
of roses. It seeks only the right to pion- 
eer, to venture into new fields, to compete 
on a fair and equal footing and to win 
success the hard way. 


We sometimes forget how deeply root- 
ed is our system of free enterprise. Sta- 
tistics gathered by the National Indus- 
trial Conference Board indicate that in 
the year 1929 there were 456,021 corpo- 
rations in the U. S. A. By the year 
1940, after one of the deepest depressions 
in history the number had increased to 
473,042. In the year 1939 the number 
. of non-agricultural small businesses was 
234 millions, which engaged a total of 
8% million persons, The total output of 
these small units was 34.1% of the whole 
nation. At the same time there were 
over 6 million farms or agricultural units 
employing 1114 million persons. These 
impressive totals are the best guarantee 
that we will not go completely haywire. 
They are the reasons which are swinging 
Congress to a more conservative position. 
They give assurances that our way of 
life will not be outmoded. 


Whatever may be said about the oppor- 
tunity for amassing stupendous fortunes 
from here on, the post-war global task 
will require the employment of vast re- 
sources. These for the most part will be 
represented by bonds and stocks. Death 
taxes will operate to distribute that own- 
ership in some degree. High income tax- 
es will slow down the process of accumu- 
lation but in the end every share and 


bond in every American enterprise will 


be owned by some investor. The aggre- 
gate of such ownership is likely to be 
greater than ever before in American 
history. The administration of a fair 
proportion of that investment in Ameri- 
can industry is the future of the trust 
business. 
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Broader Base for Trust Service 


Many of the authorities with whom I 
corresponded ventured the opinion that 
there would be fewer very large estates, 
which would lead to our administering a 
greater number of moderate sized es- 
tates. No dependable business can be 
built around an occasional windfall. The 
business in the future must rest for its 
sure foundation upon the moderate sized 
estate and trust. 


This leads to the suggestion from a 
number of sources that our machinery 
for administering the small trust be 
streamlined so as to make trust service 
available to a wider area of the public on 
a basis satisfactory to the bank. This 
move was foreshadowed by two impor- 
tant pieces of recent legislation in New 
York. One puts the fees of trustees on 
the principal of the trust on an annual, 
pay-as-you-go basis, corresponding rough- 
ly with the income fees. This will help 
carry the burden of the small trust. The 
other puts the common trust fund on a 
workable basis and will enable small 
trusts to pool their funds for investment 
purposes and thereby secure diversifica- 
tion and yield of income more nearly 
comparable with the larger trust. 


It is, however, important that wills and 
trust instruments be so drawn as to give 
the trustee wide latitude in the making 
of investments. Better results and full 
benefits of the common trust fund can 
thus be assured. In fact, standardiza- 
tion of trust provisions and streamlining 
of procedure would greatly facilitate the 
handling of small trust business. Sup- 
plying funds for education and the fam- 
ily budget under trust protection are 
most important to the family of moderate 
means. 


Problem of Diminishing Yields 


It is a safe prediction that if the foun- 
dations of peace can be securely laid, new 
opportunities for sound investment will 
appear and the peak of high bond prices 
will disappear. Here again the swing of 
the pendulum is the normal expectation. 
But we do not need even to envision a 
major downswing. A moderate adjust- 
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ment which would widen the price spread 
between short and long term bonds and 
between corporate and Government bonds 
would do much to remedy an aggravated 
situation. It is safe to predict that we 
have seen the worst in low yields and that 
patience over the next few years will 
bring at least moderate rewards. This 
need not materially affect the price of 
Government bonds. Again I would 
emphasize the advisability of giving the 
trustee wide latitude in the making of in- 
vestments. 

Another device known as the “annuity 
trust” has made its appearance. By this 
method a minimum amount or rate of 
return to the beneficiary is specified, in- 
come being used to the extent available 
and payments out of the principal of the 
trust making up the difference. Thus a 
testator can provide that, regardless of 
investment yields, the minimum rate to 
the beneficiary shall be, let us say, 4%. 
If the investments yield 3%, an added 
1% would then be paid from principal. 
Furthermore, giving the added right in 
the trustee to invade principal to meet 
special circumstances is important in 
most cases. 


Allies of Trust Business 


The trust business is properly asso- 
ciated with banking. This enables the 
bank to give a full rounded service, while 
at the same time the trust business and 
its customers have access to and derive 
benefits from the various departments of 
the bank. A modern bank is a depart- 
ment store of financial services, in which 
trust service is an important factor. 
The family attorney fills an important 
place in society. The trust business in 
no wise usurps law business but rather 
develops it and serves to emphasize the 
important place of the family attorney. 
Fullest cooperation of attorney and trust 
officer brings best results for the cus- 
tomer. A trust company named in a Will 
should be given opportunity to review 
the Will and to discuss its essential pro- 
visions with the testator and his attor- 
ney. The administrative experience of 
the trust officer is often of definite value 
in shaping the plans which the trust com- 
pany will be expected to carry out. This 
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applies with particular force to invest- 
ment provisions and discretionary pow- 
ers given the executor or trustee. 


Insurance will continue to occupy an 
important place in estate planning. It is 
well that any insurance plan be likewise 
reviewed by the trust officer in conjunc- 
tion with the will so that the entire plan 
may be synchronized as a unit. A family 
plan is not complete until adequate in- 
surance protection has been provided. 


Future Opportunities 


I look with confidence to the future 
of the trust business. It has given no 
sign of waning either in volume or in 
public acceptance. The specific areas 
wherein future expansion may be expect- 
ed are many: 

We have by no means compassed all 
of the available business in our own lo- 
cality; there are wide geographical 
areas removed from financial centers 
where trust services are not offered local- 
ly; there are wills naming the bank as 
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executor only where the naming of the 
bank also as trustee would result in sub- 
stantial savings in taxes and expenses; 
there are other wills naming the bank as 
trustee and not as executor, overlooking 
the fact that of the two, from the stand- 
point of important decisions and poten- 
tial savings, the executorship is the more 
important; there are men and women in 
military service whose affairs or the af- 
fairs of whose families are in need of 
supervision ; 


There are insurance plans, outmoded 
by changes in tax laws or family, that 
need revision in favor of flexible trust 
plans; there are customers of the Credit 
Department who are giving much atten- 
tion to building a successful business and 
little or no attention to their investments 
or to planning the protection of their 
families; there are still persons of means 
and consequence who have no adequate 
concept of trust services offered by 
banks; there are wills naming individuals 
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The Kende Galleries offer unparalleled 
facilities for selling estates. Sales at 
public auction may be held either in 
the Galleries’ spacious rooms on the 
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Avenue, at 47th Street. Cash advances 
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made. All sales are given unusually 
large coverage in newspapers and 
magazines. Write or phone for infor- 
mation about the additional advantages 
offered by the Kende Galleries, 
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as executor and trustee as a good will 
gesture or with no appreciation of the 
grave responsibilities involved; there are 
those who procrastinate and who put off 
the making of wills until too late; 


There are owners of small businesses 
who need the protection of a stock pur- 
chase agreement fortified by life insur- 
ance; there is the whole field of employee 
pension trusts whereby corporations pro- 
vide sound retirement plans for their 
employees with the bank as trustee; there 
are legatees and beneficiaries of estates 
and trusts whose newly acquired inter- 
ests or prospective inheritance call for 
the protection of a will or trust. 


In brief, the trust business is a long 
way from the saturation point. To be 
sure, there is competition. Individuals 
still offer their services as executor and 
sometimes as trustee. In a situation 
where we cannot hope to render all the 
trust services, we may at least render 
the best. We may, by the high quality 
of our service and patient education of 
the public, steadily expand our influence 
and our contacts. 


A business that has shown such viril- 
ity and adaptability is no candidate for 
the morgue. Wherever there are finan- 
cial burdens to be borne, wherever there 
are intricate problems of taxes and in- 
vestment, wherever there are family 
hopes and aspirations, wherever men 
seek to perpetuate fidelity, stability and 
sagacity, there trust service enters and 
gives a good account of its stewardship. 


WHO WRITES WHAT? 


National Underwriter Co., Cincinnati. $2.50. 


This third annual edition is a reference 
guide designed primarily to show the var- 
ious types of contracts written by life 
insurance companies. It is arranged by 
subjects with the names of the companies 
offering such policies listed thereunder. Of 
particular interest at the present time is 
the section on pension plans which has been 
revised and enlarged. This manual is ex- 
tremely useful not only to the underwriter 
but to the trust officer and attorney as 
well. 
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66 HAT are the chances of creat- 
ing a fair-sized estate?” “What 
future has the trust business?” These 
interrelated questions—to which an un- 
favorable answer is too often rhetorical- 
ly suggested—have been posed with in- 
creasing frequency in recent months. 


On the first, the following figures, 
showing the annual income for 20 years 
which would be necessary (under present 
income and estate taxes) to leave a net 
estate of the indicated size (after taxes), 
throw some light: 


Annual 

Income 

Net Estate Required 
$50,000 $25,000 
100,000 32,000 
250,000 190,000 
500,000 550,000 
1,000,000 1,075,000 


Not very encouraging, at first blush. 
But let’s look a little closer. One factor 
not recognized in these estimates is the 
possibility of capital gains, with the low- 
er ceiling on their income taxability and 
their complete escape from such taxation 
if unrealized at date of death. Yet this 
may be considered too conjectural a basis 
upon which to project the future. A 
more solid foundation exists in the op- 
portunity to create an estate through life 
insurance. Not only does it establish a 
capital fund but it produces, during the 
lifetime of the insured, an annual income 
free from taxation. Substantial estates 
are, therefore, still a distinct possibility. 


Turning to the future for trust busi- 
ness, we would say it is brighter than 
anything in the foregoing might indi- 
cate. This may sound paradoxical but 
certain considerations color the picture 
favorably. In the first place, large es- 
tates are already in existence and the 
full impact of recent. trends would not 
be felt for a decade or more. And while 
these estates will be considerably reduced 
as they fall in during this period of high 
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rates, the net should still be sizeable. 
Moreover, of only a handful of communi- 
ties can it be said that the corporate fidu- 
ciaries are now getting the maximum po- 
tential business in these brackets—or any 
bracket, for that matter. Often, as pro- 
bate surveys reveal, trust institutions 
are appointed in less than 25% of the 
estates over $50,000. Nor should the 
policy be to rely on the so-called “plums” 
to produce a profit for the trust depart- 
ment. 


Which brings us to the second point. 
Even with a most pessimistic outlook, 
there will be many estates from $25,000 
to $75,000—and we can lower the former . 
figure for many localities—which it will 
be possible to administer at a reasonable 
profit. The common trust fund will do 
it, even for trusts of that size, and it may 
be the only way of doing it. The point is 
—there is a way. Although present reg- 
ulations limit participation by one trust 
to $25,000, there is reason to believe that 
the Federal Reserve Board will, in the 
not too distant future, raise this trial 
limitation. Most legislatures will not con- 
vene in regular session until next year; 
in the meantime, trustmen in those 
States lacking enabling laws ought now 
to prepare the way for presenting the 
common trust fund proposal then. 


Finally, history is a repetition of cy- 
cles. The present one will too run out. 
The trust business has survived—even 
thrived where scientifically handled— 
through more than a century filled with 
wars, depressions and other disturb- 
ances. Our generation may, like all 
those that preceded it, think its prob- 
lems the greatest the world has ever 
faced. That makes for progress. Those 
problems have been solved in the past; 
who will say that this generation of 
trustmen does not have within it the 
power and the ability to do likewise, the 
more SO aS We may even now be on the 
threshold of another of those great ad- 
vances which have marked the bumpy, 












290 : 
but always upward, course of the Indus- 
trial Revolution? 


INSURANCE AND TRUSTEESHIP 


S indicated above, life insurance holds 

out one of the major promises for the 
estate market of tomorrow. This would 
suggest a more realistic and effective co- 
operation between trustmen and under- 
writers. These words are meaningless 
unless life can be breathed into them. 
How? 

In our book, cooperation assumes a full 
understanding by each party of the oth- 
er’s character, approach, objective and 
product. It is this corner’s belief that 
such complete understanding has been 
generally lacking on both sides. On the 
matter of product, for example, the trust 
officer ought to know more about life in- 
surance than that it provides estate 
liquidity. He ought to comprehend life 
insurance as an investment, as a form of 
property. He ought to recognize that 
life insurance can accomplish certain 
aims better than any other mechanism 
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for the creation or conservation of 
wealth. Conversely, the underwriter 
should be trained as completely in the use 
of the insurance trust and other fiduciary 
services as he is in the settlement op- 
tions. He too should recognize that trus- 
teeship achieves certain ends more ef- 
fectively than any other device. Again, 
how? 

Through the life insurance and trust 
council. This medium, born in Boston 
more than a decade ago and since spread 
to more than twenty cities, offers the 
ideal forum for this mutual education. 
But it must be more than a formal or- 
ganization, a mere physical getting-to- 
gether. Constructive work must be done. 
Witness what The Life Insurance and 
Trust Council of North Jersey (New- 
ark), with a membership—about two- 
thirds underwriters—exceeding 90, has 
done. 

A booklet entitled “Information and 
Survey Pertaining to Estate Plan,” has 
been prepared for use by prospects of its 
members. The Council is described as 
“an organization of leading life insur- 
ance underwriters and corporate fiducia- 
ries of Newark, organized to render in- 
telligent life insurance counsel and fidu- 
ciary service to clients of its membership 
and to the general public.” The booklet 
was prepared by Leo E. Leichter of Fed- 
eral Trust Company, with the assistance 
of Henry A. Feustal of Provident Mu- 
tual Life Insurance. Company and Bar- 
clay B. Baekey of National Newark & 
Essex Banking Company. Mr. Leichter 
writes us: 

“In the development of the booklet, 
consideration was given to the employ- 
ment of a form of questionnaire and 
check list which would not only reflect 
the family situation, the property situa- 
tion and the life insurance situation to 
be considered by the life underwriter and 
the trust officer in formulating an estate 
plan, but which would also lay the foun- 
dation for such legal work as may be re- 
quired in effectuating the plan, as in the 
preparation of a will, living trust or life 
insurance trust. 

“It was also our thought that the life 
underwriter and the trust officer could 
employ the booklet separately, or in con- 
cert, in order to make a joint project of 
the services to be rendered the client. 











NEW BUSINESS 


In the latter event, either one might ob- 
tain the prospect’s permission to call in 
the other for the purpose of collaborating 
in the formulation of an appropriate 
plan. Thus, the prospect might feel free 
to divulge pertinent information which 
might otherwise be difficult for the un- 
derwriter alone to elicit.” 


Here is cooperation in action. 


HERE AND THERE 


LEASED with the first series, the 

Trust Department of the Trust Com- 
pany of Georgia, Atlanta, has renewed 
for a second 13-weeks period the radio 
program featuring The Cathedral Sing- 
ers, Which it has been sponsoring in co- 
operation with the Atlanta Art Associa- 
tion since October. In connection with 
the program—a one hour concert, the 
second half being broadcast—the com- 
pany sent a brochure describing the ser- 
ies to a select list of several thousand 
names. Invitations to attend were sent 
to a small number each week. The series 
was also announced through newspaper 
advertising... 


Albert Journeay of The Purse Com- 
pany urges, in the January issue of Bur- 
roughs Clearing House, a post-war plan 
for trust institutions consisting of two 
major objectives: (1) constant improve- 
ment in methods of operation, investment 
procedure and relations with present cus- 
tomers; and (2) broadening and mould- 
ing of trust services to meet new condi- 
tions, and bringing these services to an 
ever widening group. Among the specific 
suggestions which he offers are: review 
of wills on file, analysis of present busi- 
ness to determine its profitability, selec- 
tion of personnel on a career basis, a 
public relations program to correct mis- 
understandings, a study of the market 
for trust service and the possibilities of 
newer fields such as employee trusts, 
common trust funds and agencies... 


The February issue of Banking con- 
tains a panel-in-print on “Directors as 
Trust Business-Getters.”” Louis S. Head- 
ley, First Trust Company of St. Paul 
State Bank, says “No director in good 
conscience can advise others to use the 
services of a trust department which he 
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has not seen fit to use himself.” If after 
a frank discussion with the president the 
appointment is not forthcoming the di- 
rector should resign. If the director has 
named his institution he can influence 
new business, particularly from the com- 
panies with which he is connected and 
specifically corporate trusteeships and 
services under employee benefit plans. 

Among the suggestions offered by Gil- 
bert T. Stephenson of the Graduate 
School of Banking are arranging for 
public presentations of trust topics and 
serving on the trust business develop- 
ment committee. 

Evans Woollen, Jr., of Fletcher Trust 
Company, Indianapolis, opines that be- 
fore a director can be successful in di- 
recting new business to his trust depart- 
ment certain precedent conditions must 
exist. The first is the absence of resent- 
ment against someone identified with the 
fiduciary. Second, the director must have 
a basic understanding of what his trust 
department does and how. Third is a 
sensitiveness to new business possibili- 
ties. “He will be a good bird dog only 
after he has learned what kind of game 
he is hunting”... 


Among the many interesting articles 
in the current issue of Detroit Trust 
Quarterly is one emphasizing the impor- 
tance of keeping a will up to date. The 
great number of factors which may ren- 
der a will obsolete are discussed, with 
the advantages of naming a corporate 
fiduciary. Other articles point out the 
human side of trust service, how to be- 
queath property, and a history of the As- 
tor fortune—one of a series on famous 
American families... 


Title Insurance and Trust Company of 
Los Angeles has prepared an excellent 
series of five booklets for mailing to 
prospects: 1. Planning the Estate; 2. 
Handling the Estate; 3. Investing the 
Estate; 4. The Comfort of Security; and 
5. Available Services. Each contains 
photographs of the trust personnel di- 
rectly concerned with the particular sub- 
ject of discussion. This institution is 
continuing its series of newspaper ads 
on the theme of attorney and life under- 
writer cooperation in connection with 
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which it mails reprints thereof to a se- 
lected list of each group. (See repro- 
duction of recent copy.) The series, with 


Attorneys, too, 


are Teehnicians 


The movement of our troops across the sea be- 
comes measurably safer through the laboratory 
work of scientific technicians. 


Disasters at home also can be averted through 
the efforts of your attorney —a legal technician — 
in drawing your will, in reviewing it frequently, 
and in the periodic analysis of your estate. 

The experience of our trust officers in estate 
planning and handling is available to you and 
your attorney at round-table conferences. 


a touch of mild humor to catch reader in- 
terest, is built around a comparison of 
the “technical” skill of the practitioner 
and the technical aspects of war indus- 
try. New trust business has been trace- 
able directly to these ads, but more im- 
portantly they have improved relations 
with these groups. 





An interesting development occurred 
during the year as a result of one of our 
new booklets “Estates Management” at- 
tracting the attention of the leading 
American trust company magazine 
“Trusts and Estates,” published in New 
York. This booklet dealt with our ex- 
perience in providing managerial ser- 
vices for estates and trusts. At the re- 
quest of the Editor of that publication, 
Mr. MacKelecan furnished them with an 
article (published in the August issue) 
showing the advantages which a Trust 
Company has from the experience gained 
in corporate trust activities such as re- 
ceiverships and reorganizations when 
faced with the problem of providing 
managerial services for estates and 
trusts. I think the perusal of the article 
and accompanying editorial remarks, 
strongly brings out the fact that while, 
for purposes of convenience, certain of 
our activities are placed primarily in 
charge of various specific departments, 
the services we render come from the 
National Trust Company as a whole. 


W. M. O’Connor, Gen. Mgr., NATIONAL 
TRUST CO., LTD.. Toronto. In address at An- 
nual Shareholders Meeting. 
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F. A. A. Notes 


Bankers can make greater profit out of 
studying people and their needs then they 
can out of studying machines and 
methods. This was the theme of 

the remarks of Lewis F. Gordon, 
president of the Financial Adver- 

tisers Association which held four 
regional meetings last month—in 

New York, Syracuse, Detroit and 
Columbus, Ohio. With Mr. Gor- 

don, who is vice president of the 
Citizens & Southern National Bank 

of Atlanta, were J. Lewell Lafferty, 

Fort Worth National Bank, Dale 

Brown, National City Bank of 
Cleveland, and Swayne P. Good- 
enough, Lincoln-Alliance Bank & 

Trust Co., Rochester, all vice pres- 

idents of the association and of 

their respective banks. 

Reporting a diminishing resistance on 
the part of bankers to the human side of 
banking, Mr. Gordon asserted that, just as 
the manufacturer makes a comprehensive 
research to determine how the _ public 
brushes its teeth, so should bankers study 
how the public handles its money and how 
to service its needs. Banks, he said, must 
develop the same sense of sales and 
merchandising which characterizes the man- 
ufacturer, for if the banking system is to 
endure successfully there must be mass 
penetration of its services to fit the needs 
of the masses. 


Mr. Brown offered the following sugges- 
tions for insuring good public relations 
through employee relations: 


1. Assure security and continuity of 
service, principally through a pension plan. 


2. Provide adequate pay and opportunity 
for advancement. 


3. Encourage and praise good work. 


4. Encourage study, as through the 
A.I.B. and internal training programs such 
as the new Job Instructor Training idea. 


Mr. Goodenough advocated a _ national 
advertising and public information program 
for banks, declaring that “banking as a 
whole is missing a dramatic opportunity in 
not telling its story through concerted effort 
at this time when banking’s efforts and 
objectives are so obviously in line with 
those of the general public.” He also sug- 
gested that banks file their advertising 
expenditure data so that maximum, mini- 
mum and median figures might be set as 
guides in preparing advertising budgets. 
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66 HAT’S interesting tome. It would 

be to a lot of the other business- 
men here in town,” a friend remarked a 
few weeks ago to O. E. Manning, manag- 
ing director of the Grey & Bruce Trust 
& Savings Co. of Owen Sound, Ontario. 
“Why don’t you get a few together and 
tell them about this analysis and plan- 
ning of a businessman’s estate?” 


Mr. Manning, who is also president of 
the Trust Companies Association of On- 
tario, decided it was well worth a try, 
and in the next few days talked with 
thirteen other prominent men of the com- 
munity (Owen Sound has some big as 
well as smaller industry and a population 
of 14,000) and personally or by phone in- 
vited them to come to the bank for an in- 
formal discussion on estate planning. The 
meeting was held in the board room the 
evening of January 27, and at eight 
o’clock all fourteen were there: indus- 
trial executives, merchants, professional 
men, a former high court judge—a cross- 
section of the business community. None 
was a customer of the company, but all 
were known personally to Mr. Manning. 


A well-known estate attorney was in- 
vited to join Mr. Manning and his estates 
officer to lead the informal discussion, and 
two charts were prepared showing how a 
couple of typical estates (one of $60,000, 
the other of $100,000) were affected by 
present conditions, and how planning was 
applied to their conservation and distri- 
bution. This practical demonstration fol- 
lowed the answering of several questions 
gathered in advance from those invited 
and was the start of a spirited session 
without a single lull. Most questions 
from the guests were on tax matters, but 
included a variety that brought out the 
many-sided nature and requirements of 
personal finance organization. There 
were no speeches, scheduled or other- 
wise. 

The meeting was brought to an end as 
close to the appointed hour of 9:30 as 
possible, but not before.one of the group 
had expressed interest in following this 
through in his own case and asking if the 
trust company would advise with him 
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on his estate affairs later. Mr. Manning, 
in thanking them for their interest, 
pointed out that there was, naturally, no 
obligation, but that he would like each 
guest to feel free to take up any further 
questions of personal interest. 

The success of the meeting was such, 
and the reception so enthusiastic, that it 
is contemplated to have further small 
meetings of similar complexion, a dinner 
meeting with local attorneys, and an 
afternoon meeting for ladies. 


New Life Insurance Up 


New life insurance for January was 33.5 
per cent more than for January of last year, 
according to The Association of Life Insur- 
ance Presidents. The statement aggregates 
the new paid-for business—not including 
revivals or increases—of 39 United States 
companies having 81 per cent of the total 
life insurance outstanding in all United 
States legal reserve companies. 
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PROFIT SHARING RETIREMENT TRUSTS 


Considerations in Setting Up and Administering Plans 


HARRY G. ZIMMERMANN 
Trust Officer, Chicago Title and Trust Company 


UST as life insurance trusts engrossed 

the attention of trust men nearly 
twenty years ago, so profit sharing and 
pension trusts now appear to receive the 
lion’s share of attention among the var- 
ious types of trust business. Whereas 
life insurance trusts involved the active 
cooperation of underwriters and trust 
men, the pension trust business is, to a 
great extent, competitive between insur- 
ance companies and trust companies. In- 
surance companies have been getting the 
bulk of the business, partly as a result 
of the active way in which underwriters 
have gone all out after this business, with 
the result that corporation officials have 
been thoroughly sold on the use of insur- 
ance in handling the retirement problem. 
If trust companies are to procure their 
proper share of pension business, they 
must be more enterprising in educating 
the public on the uses and advantages of 
the trust fund method. 


The trust fund types may be divided 
as follows: 


1. The Actuarial Method—Under this 
arrangement, the employer company puts 
into the fund, at periodic intervals, 
amounts required to provide certain in- 
come to participants after they reach re- 
tirement age. There may also be employ- 
ee contributions. The employer must 
make contributions regardless of what 
the profits or losses may be. The con- 
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tributions to the trust fund are invested, 
and from this fund and its income, the 
benefit payments are made to the partici- 
pants. An actuary estimates the amounts 
necessary to provide the benefits desired. 
The estimates are checked periodically 
with actual experiences and the neces- 
sary adjustments are made. 


2. The Profit Sharing Method—Profit 
sharing arrangements afford an excellent 
means to encourage employee incentive 
and at the same time provide a solution 
of the retirement problem. Contributions 
are made to the fund from time to time, 
either by the employer alone or together 
with the employees. The amount of the 
company payments depends upon the 
profits. However, the plan could provide 
for conservative fixed payments as well 
as a percentage of the profits. The mon- 
ies placed in the trust fund are invested 
in securities and the participants are paid 
out of this fund on the basis of their pro 
rata share of the value of the fund at the 
time of their retirement. Thus, a parti- 
cipant does not know definitely what he 
will receive because it will depend upon 
the profits of the company and the status 
of the investments in the fund at the 
time he leaves the company. 

Many of those in charge of the destin- 
ies of.an employer company who desire 
to provide some method of taking care of 
the retirement and incentive problems, 
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but at the same time do not want to make 
promises which the company cannot keep 
or which would prove burdensome, come 
to the conclusion that the profit sharing 
plan best meets the company’s require- 
ments. This article is limited to discus- 
sion of this type of trust. 


Care in Setting Up a Plan 


ANY retirement plans have been 

put through without proper con- 
sideration on the part of the employer 
companies. In the preliminary stages, 
the trust company should encourage the 
employer to engage an actuary and a 
lawyer of its own choosing. The trust 
company can make helpful suggestions 
but it should not attempt to dictate the 
provisions of the plan either from the 
standpoint of the actuary, the lawyer, or 
the management of the employer com- 
pany. It is desirable to consult an auditor 
who is familiar with the accounting pro- 
cedure involved to be sure that the pro- 
visions relative to maintenance of ac- 
counts and records and making distribu- 
tions are adequate and properly coordin- 
ated. 


The plan must be drawn in accordance 
with the provisions of the Revenue Act 
of 1942 and the Wage and Salary Stab- 
ilization Law. These two pieces of leg- 
islation and the regulations issued in con- 
nection with them constitute the pension 
and profit sharing trust bible. 

Experience teaches that time taken in 
planning and drawing the original trust 
agreement is well spent. <A carelessly 
drawn plan and trust agreement may be 
very difficult of administration and con- 
tain hidden dangers. 

Where the services of a trust company 
are used, the employer tends to lean on 
it to work out many of the details of ad- 
ministration. The duties of the trust 
company and employer should be proper- 
ly coordinated so that these details can 
be carried out quickly and properly, and 
misunderstandings, delays and _ extra 
work avoided. At the outset, the trust 
company should insist on certain indivi- 
duals of the employer’ company being 
fully responsible for the latter’s activi- 
ties under the plan. 

For example, the employer company 
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has to originate various essential data, 
such as names of original and new par- 
ticipants, years of service, birth, age, 
salaries, employee contributions (if any) 
and information on participants leaving 
the company. Some representatives of 
the employer company should be respons- 
ible for getting up this data accurately 
and keeping it up to date. If the trust 
company is responsible for the records 
and accounts, it should receive the above 
data promptly without any prodding and 
with the full assurance that the informa- 
tion is properly assembled. 

Various forms and records will be re- 
quired which must be carefully planned 
and standardized. For instance, there 
may be many different forms necessary 
to work out details of various kinds of 
settlements. These forms will require 
considerable thought in preparation, but 
will save a tremendous amount of time 
later on. (See specimens on next page.) 


Investment Powers 


HE investment powers should be suf- 

ficiently broad to permit the invest- 
ment in a good diversified list of com- 
mon stocks as well as other types of in- 
vestments. The fund should be of suffi- 
cient size so that proper diversification 
can be secured over an adequate list of 
common stocks and other securities. 

If the plan is an actuarial pension 
type, the investment program must be 
more restricted because an actuarial 
schedule must be met, and since common 
stocks fluctuate as to market price and 
dividend returns, they do not lend them- 
selves to actuarial plans as well as do 
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bonds and mortgages. In a profit shar- 
ing trust, an actuarial schedule does not 
have to be met, and the justification for 
giving the trustee broad investment pow- 
ers in ordinary living trusts applies with 
equal force to profit sharing trusts. It is 
better to give sufficient latitude to those 
responsible so that they can meet any 
situation that may arise, rather than be 
tied down to a restricted list of invest- 
ments. 


Responsibility. for Making Investments 


LANS differ on this important point. 
. The responsibility may be placed in 
the following: 


1. A trust company 
2. Individual trustees or a committee 
8. A combination of the above. 


There is a great deal to be said for the 
first method. Presumably, the trust com- 
pany has greater facilities for selecting 
and supervising investments than do the 
representatives of the employer company, 
and likewise, it has men who are special- 
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ists in the difficult task of making invest- 
ments. 

Where the investments are selected by 
individual trustees or a committee, they 
have full responsibility therefor and the 
trust company acts merely as agent with 
investment supervision. Under this ar- 
rangement, the trust company furnishes 
investment advice, but takes directions 
as to purchases and sales from the indi- 
vidual trustees or the committee. 

Under a plan providing for joint re- 
sponsibility of a trust company and in- 
dividual trustees or a committee, agree- 
ment of all parties is necessary. The 
difficulty with this method is that differ- 
ences of opinion may arise and stale- 
mates result. Nevertheless, many plans 
use this method with satisfactory results. 

Any plan should, as a minimum, re- 
quire the use of a trust company’s facili- 
ties in one of the above capacities. 


Valuation of the Fund 


HE interest any participant has in 
the fund at the time he is to derive 
benefits on retirement or disability will 
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depend upon the value of the fund at that 
time. He will receive as his benefit a pro 
rata share of the value of the fund com- 
puted by taking the ratio of his indivi- 
dual account balance to the aggregate 
account balance of all participating em- 
ployees. 

The trust department may spell out in 
detail how the fund is to be valued, or 
may simply state that the trustees should 
make valuations of the fund quarterly or 
otherwise. In the latter case, it will be 
up to the trustees to work out a formula 
for the valuation of all types of securi- 
ties. It should be constantly borne in 
mind that the valuation of the fund 
forms a very important part in the set- 
tlements which are made to participants. 


Individual Accounts 


T is fundamental in a profit sharing 

plan that individual accounts be kept. 
This can be done either by the employer 
company or by the trust company. Ex- 
perience has shown that this involves a 
tremendous amount of detail and is 
fraught with danger and responsibility. 
For years to come the individual accounts 
form the basis of various transactions 
and it is evident that any mistakes may 
result in serious consequences. 

In some plans, the trust company keeps 
the individual accounts; in others, this 
is the responsibility of the employer. 
Probably the latter method, avoiding as 
it does some duplication of effort, will be 
found to be the more economical. Cer- 
tainly, if the trust company is to have the 
work and the responsibility, adequate 
compensation should be received. 

In any event, to keep down expenses, 
postings to individual accounts should be 
reduced to a minimum. Where there are 
contributions by the participants each 
month, there is frequently a desire to 
have these amounts immediately reflected 
in the individual accounts and the money 
promptly invested. It is suggested in the 
interest of economy, however, that for 
most of the smaller funds, quarterly 
postings should be sufficient. 


Settlements 


F an improper settlement is made, it 
i. might work an injustice which would 
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be difficult if not impossible to rectify. 
In many plans, there are provisions for 
benefits other than retirement, such as 
death, disability, and severance of em- 
ployment prior to retirement. The com- 
putations involved in making these bene- 
fit payments differ, but it is highly im- 
portant that the terms of the trust agree- 
ment be religiously followed. Far-sight- 
ed plans should grant broad discretion to 
the trustees in making benefit payments 
on retirement or disability in order to 
meet participants’ needs at that time. 

The settlement provisions should en- 
able the trustees to make benefit pay- 
ments in one or more of the following 
ways: 


1. Lump sum 

2. Installments 

3. Annuity contracts with insurance 
companies 

4. A combination of the above. 


For example, if only a lump sum settle- 
ment is provided for, it might prove 


MARYLAND 


TRUST COMPANY 
BALTIMORE 


Memler 


Federal Reserve System 
Since 1917 





298 


costly from the income tax standpoint to 
the retiring participant. Therefore, it 
is desirable that trustees be given dis- 
cretion to pay benefits in installments 
over a period of years. In some situa- 
tions, annuity contracts with insurance 
companies may be the answer, or per- 
haps a combination of the annuity and 
cash payment best meets the retiring 
participants’ needs. Provision should be 
made for making benefit payments to 
named beneficiaries of the deceased par- 
ticipant in order to avoid the necessity 
of probate. 


Plans differ on settlements in the event 
of severance of employment prior to re- 
tirement or disability. Usually the sev- 
ering participant gets only a percentage 
of his share of the fund. The percen- 
tage varies with years of service. If the 
plan is of the employee contributory type, 
the participant gets at least what he con- 
tributed, plus something additional de- 
pending upon years of service. 

Experience indicates that flexibility in 
payment of benefits is a very desirable 
feature of profit sharing retirement trust 
plans. 


Annual Report 


NCE a year a formal report should 

be made to each participant. The 
following are the fundamentals in which 
he is interested: 


1. The status of his individual account 

2. The value of his pro rata interest 
in the fund at the end of each year 

3. Profit and loss statement of the 
fund 

4. A detailed statement of the assets 
in which the fund is invested. 


There are those who favor giving a 
complete detailed statement embodying 


all the above items. Others favor a short 
report with not too much detail and with 
a statement to the effect that any parti- 
cipant who wishes further information 
may make inquiry at some designated 
place, such as the personnel office of the 
employer company. 


Interpretation and Amendments 


VERY properly drawn profit sharing 
retirement plan and trust agree- 
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ment should have ample provision for 
permitting those responsible for its ad- 
ministration to make reasonable inter- 
pretations of the instruments. No mat- 
ter how carefully a trust agreement is 
prepared, some situations may arise 
which are not foreseen. If the provisions 
in the agreement are not sufficient to take 
care of them, there should. be no hesi- 
tancy in using the amendment provisions 
(which every trust agreement should 
contain) in order that there will be no 
question later on as to the authority for 
the steps taken. 


Trustee’s Compensation 


HILE the Committee on Employee 

Trusts of the A.B.A. Trust Division 
has recently made some suggestions* 
with regard to compensation for hand- 
ling retirement trusts, the consensus of 
trust men seems to be that they desire 
to gain more experience in this field be- 
fore making any firm commitments ex- 
tending over a long period of time. All 
plans differ in some respects and this 
adds to the difficulty of arriving at any 
general schedule of fees. 

While the trust company will be re- 
quired to quote fees in order to secure 
business, it is suggested that this be done 
only after the plan and trust agreement 
have been considered by the cost accoun- 
tant of the trust company. Even then, 
the fee quoted should be for a limited 
time only, with the understanding that 
adjustments may be made in the light of 
experience. 

It has been demonstrated that business 
can be secured without the necessity of 
fixing fees in perpetuity. Any fair- 
minded person who is asked to pass on 
the trust company’s compensation from 
the employer company standpoint can see 
the justification for quoting temporary 
fees. It may be that after trust compan- 
ies have had more experience in this type 
of business, they can commit themselves 
to a definite schedule. 


Desirable Business— 
Great Responsibility 


HEN a trust company considers a 
prospective profit sharing or pen- 


*See Dec. 1943 Trusts and Estates 546. 
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sion plan, it should first look into the 
financial condition and stability of the 
company which proposes to set up a pro- 
gram. Has the company had a successful 
earning history? Will it be able to main- 
tain a fairly constant flow of payments 
into the retirement fund over a long pe- 
riod of time? If these two questions 
cannot be answered in the affirmative, 
there is doubt as to whether it is desir- 
able business. 


Next, the trust company should satisfy 
itself that the proposed plan is sound and 
is not being created principally because 
most of the employer’s contributions 
would be at the expense of the Govern- 
ment. While the tax features are impor- 
tant and should be given due considera- 
tion, they should not be the major reason 
for setting up a pension or profit sharing 
plan. 


When one considers that trust compan- 
ies may be identified with a great number 
of pension and profit sharing plans, which 
affect the welfare of a large cross section 
of people, one begins to realize the re- 
sponsibility which fiduciaries assume 
when they hold themselves out to furnish 
this type of service. A large part of the 
public is sure to be interested either di- 
rectly or sympathetically in the outcome 
of these plans. If they are well handled 
and good results are secured, the trust 
companies will gain the confidence of a 
large number of people. Should the re- 
sults be unsatisfactory, however, then 
trust companies will surely suffer from 
their adventure into the retirement trust 
field. The problem should be approached 
courageously but cautiously and _ the 
great responsibility reposed in trust 
companies should be kept constantly in 
mind. 


Compilation on Employee Benefit Plans 


A most convenient compendium of the 
law, regulations, mimeographs and unof- 
ficial memoranda on pension and profit 
sharing plans has been prepared by Towers, 
Perrin, Forster & Crosby, Inc., of Phila- 
delphia, consultants in this field. It is up 
to date as of last month. 
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New Pension and Profit-Sharing 
Service 


Prentice-Hall, Inc., has begun publication 
of a new loose-leaf “Pension and Profit- 
Sharing Service.” The Service covers both 
leeal and business aspects of pension and 
profit-sharing plans, including such matters 
as wage-salary stabilization, Federal and 
State income tax laws, Social Security 
texes, SEC regulations, and general cor- 
poration law, as they relate to such plans. 
It discusses the advantages of employee 
benefit plans, a comparison of available 
types and their methods of operation. Model 
plans and agreements are also presented. 


Walt A. Mayer, at Prentice-Hall, Inc., 
70 Fifth Ave., New York, will furnish 
further information. 


a 
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VALUATION OF COMMON TRUST FUNDS 


J. S. MALICK 
Vice President, Fidelity-Philadelphia Trust Company, Philadelphia 


HE procedure followed in the period- 

ic valuation of our Discretionary 
Common Trust Fund is based upon the 
provisions of our written Plan. Indivi- 
dual banks are given broad discretion 
with respect to valuation methods by 
Regulation F of the Federal Reserve 
Board; it contains no instructions other 
than the general directive that the Trust 
Investment Committee shall determine 
the value not less often than once in 
three months. The amendment to the 
Pennsylvania Banking Code, which pro- 
vides the enabling legislation in this 
State, includes no specific requirements 
on valuation procedure and the subject is 
referred to only by the statement that 
every Common Trust Fund shall be ad- 
ministered under the laws of the United 
States. 


Since our Plan contains a definite pro- 
hibition against the purchase of mort- 
gages, we are concerned here only with 
the valuation of stocks and bonds. Sec- 
tion 4.3 of our Plan states: “The Trust 
Investment Committee shall use the fol- 
lowing method in the valuation of securi- 
ties in the Common Fund: 


(a) Securities listed on the New 
York Stock Exchange and the New 
York Curb Exchange shall be valued 
at their last sale prices on the valua- 
tion date. If no sale has been report- 
ed for that day, the mean between the 
closing bid and asked prices shall be 
used. 


Non-listed securities shall be valued 
by taking the mean between the bid 
and asked prices obtained from a rep- 
utable broker or investment banker as 
of the close of business on the valua- 
tion date. 


If there have been no sales of a list- 
ed security on the valuation date and 
if the closing bid and asked prices are 
further apart than the “over-the-coun- 
ter” bid and asked prices, then the 


Trust Investment Committee may use 
the mean of the latter. 

For the purposes of this subdivision, 
sales and bid and asked prices reported 
in newspapers of general circulation 
published in Philadelphia or New York 
City, or in standard financial periodi- 
cals or in the records of such ex- 
changes, any one or more of which may 
be selected by the Trust Investment 
Committee and noted in its records, 
shall be accepted as evidence thereof. 


(b) An investment purchased, and 
awaiting payment against delivery, 
shall be included for valuation pur- 
poses as a security held, and the cash 
account shall be adjusted by the de- 
duction of the purchase price, includ- 
ing brokers’ commissions or other ex- 
penses of the purchase. 


(c) An investment sold but not de- 
livered pending receipt of proceeds 
shall be valued at the net sale price. 


(d) For the purpose of valuation 
of an investment, except an invest- 
ment sold but not delivered, it shall be 
unnecessary to deduct from the value 
ascertained as above indicated brok- 
ers’ commissions or other expenses 
which would be incurred upon a sale 
thereof.” 


Getting the Figures 


N practice we have encountered no 
important difficulties in the application 
of this procedure at the quarterly valua- 


tion dates. From time to time we have 
considered adopting a monthly valuation 
date and if this should be done eventual- 
ly, we have no reason to believe that any 
modification of our procedure would be 
necessary. 

In the use of newspaper quotations we 
endeavor to guard against errors in pub- 
lished prices by checking one source 
against another. While some temporary 
problems have arisen during the war be- 
cause of curtailment of published quota- 
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tions, the sources we have used have con- 
tinued to be satisfactory. If metropoli- 
tan newspapers are available, listed se- 
curities which have sold on the valuation 
date will present no problem. Quotations 
for stocks listed on the New York Stock 
Exchange, but which did not sell on the 
valuation date, are likewise readily avail- 
able in metropolitan newspapers. 


The situation with respect to bonds, 
other than United States Government is- 
sues, is somewhat different since bid and 
asked prices are not published for issues 
in which there have been no transactions. 
It will be observed that sub-paragraph 
(a) above requires the use of the mean 
between closing bid and asked prices of 
issues in which no sales have been re- 
ported. In the absence of published quo- 
tations of bid and asked prices for bonds 
in newspapers of general circulation, we 
have followed a policy of obtaining let- 
ters from reputable brokers to establish 
these quotations. Our Plan provides for 
the use of the same source in establish- 
ing quotations for unlisted securities. 


Double Checking 


E have found it desirable to have 

several individuals conduct the pric- 
ing. On the day following the valuation 
date, our Auditing Department sends to 
the Trust Investment Department a list 
of the assets in the Fund. One officer in- 
dicates the prices which are to be placed 
on the individual items; at this time the 
listed bonds for which no sales were re- 
ported are marked so that quotations for 
them can be obtained from brokers. It 
has been our practice to notify brokers 
of the unlisted items for which we wish 
quotations on the valuation date so that 
these letters will be in our hands on the 
following day, when the calculations are 
made. Usually all letters required are 
available to us by noon of the day follow- 
ing the valuation date and the prices can 
be transferred to the asset sheets. 


The prices placed on the original asset 
sheets are subsequently reviewed by the 
head of the Trust Order Unit who is thor- 
oughly familiar with current security 
values. As an additional check an inde- 
pendent pricing is carried out by another 
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officer of the Department whose results 
are compared with the original sheet. 
Subsequently these sheets are returned 
to the Auditing Department where ex- 
tensions of the prices are made and 
checked. The following day, which is the 
second business day after the valuation 
date, the Trust Investment Committee 
meets to approve the value for the units 
which is, of course, determined by the 
market value of the assets divided by the 
number of units outstanding. The asset 
sheets are examined by each member of 
the Committee, which provides an addi- 
tional and final check on the valuation. 
For some time after our Fund began, the 
pricing of the securities and the meet- 
ing of the Committee took place on the 
same day. As the Fund grew in size and 
the number of items in the portfolio in- 
creased more time was required to com- 
plete the initial pricing and the subse- 
quent checking, so it was considered ad- 
visable to postpone the meeting of the 
Committee until the second business day. 
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Experienced Personnel Needed 


HILE the general procedure of val- 

uation is relatively simple, constant 
vigilance is required to avoid minor er- 
rors. It is troublesome and expensive to 
adjust an incorrect valuation at a subse- 
quent date since the cost of the units in 
all trusts which took participations and 
which were withdrawn on that valuation 
date must be changed. Although it may 
appear that this work can be done by 
people of relatively little experience with 
security values we have found it desir- 
able to use only those who by the nature 
of their work and experience should be 
able to recognize obvious errors in pub- 
lished prices. Official Exchange Quota- 
tion Sheets, upon which brokers base the 
prices given to us in their letters, have 
been in error at times and such errors 
have persisted for several days. Under 
these circumstances a fractional error 
probably would not be detected even by 
those thoroughly familiar with prevail- 
ing market prices, but an error of sev- 
eral points may well be discovered if 
those responsible for the valuation give 
careful attention to the price of each 
item. 


A special problem arises in connection 
with the valuation of United States Ser- 
ies “G’’ War Bonds. When our Plan was 
prepared, these bonds were not available 
and hence no specific provision was made 
for their valuation. Some of the Plans 
written subsequent to the issuance of 
these bonds cover their valuation and 
some of them provide that such bonds 
shall be valued at all times at their ma- 
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turity value. We have considered it de- 
sirable to value them at their current re- 
demption price rather than maturity val- 
ue. The effect is that these. bonds will 
be carried at a discount from their pur- 
chase price during their life but, in view 
of the $100,000 annual purchase limita- 
tion, this does not seem to be an impor- 
tant consideration in a large Fund. 


Union Trust Establishes 
Two Common Funds 


On February 7th the Board of Directors 
of The Union Trust Company of Pittsburgh 
authorized the establishment of two com- 
mon trust funds. Collective Trust Fund A 
is set up pursuant to subsection (c) of 
Section 17, Regulation F of the Federal 
Reserve Board, governing maintenance of 
common trust funds for the investment of 
individual trust funds to the extent of 
$25,000. While the investments are not 
limited to legals, the trustee is restricted to 
fixed interest-bearing securities. An anal- 
ysis of the accounts that would benefit to 
the greatest extent from participation in 
a common trust fund showed that many 
were limited to securities of this type. The 
initial unit value is $100. While a majority 
of the funds now in operation use a unit 
of $10, the higher figure in this case was 
probably set in view of the second fund. 

This Collective Trust Fund B is estab- 
lished under subsection (b) dealing with 
funds for the investment of small cash bal- 
ances not exceeding $1,200. According to 
our information, this is only the second 
such fund in the country, the other being 
in Butler, Pa. The trustee is limited to 
legal investments since participation will 
be confined largely to guardian accounts. 


o————_— 


Intermediate Court Accounting 


Gilbert Stephenson’s latest Study anal- 
yzes the Uniform Trustees Accounting Act 
(adopted in form or substance in four 
states) and the laws of Ohio, Georgia and 
New York on the subject of intermediate 
court accounting for trusts. Comparison 
is made as to types of accounts to which 
these laws are applicable, frequency of ac- 
counting, contents of accounts, procedure, 
and finality of an intermediate accounting. 
The Study is a supplement to the February 
issue of The Trust Bulletin. 





INVESTMENT DRIFT—OR POLICY? 


Stated Objectives and Controls for Effective Review or Action 


DONALD BISHOP & S. F. NICHOLSON 
Provident Trust Company of Philadelphia 


Emphasis on the science instead of reliance on the art of investment 
is an age-old quest. Not mechanization but application of accumulated 
experience is the goal of practical investors. In this article Mr. Bishop, 
vice president, and Mr. Nicholson, trust investment officer of one of Amer- 
ica’s fine trust institutions, describe the means by which carefully consid- 
ered principles are followed through to all accounts. They also bring 
much-needed criticism to the “individualized service” cliché—as applied to 
investment management—and show how the investment committee is 
properly freed from detail and enabled to function as a policy board.— 


Editor’s Note. 


S an officer, director or member 
Not the investment staff of a trust 
company, can you, with certainty, an- 
swer these questions? 


. Do you have a stated investment 
policy, and what is it? 

2. Is that policy effectively applied in 
each individual account? 

3. Do your security and account rec- 
ords provide prompt and concise 
information as to the results being 
obtained in the investment manage- 
ment of your accounts? 

. Are records so arranged that any 
failure to produce results. is 
brought to Management’s attention 
so that questions can be directed 
immediately to the person respons- 
ible for the failure? 

5. Are systematic schedules followed 
for the analysis of both securities 


and accounts with sufficient fre- 
quency to meet the needs of each 
case? 

. Are the decisions of the security 
analysis division concerning indi- 
vidual securities fully applied in the 
administration of individual ac- 
counts? 


Answers to such questions are re- 
quisite for effective management. The 
cost of obtaining such answers is 
moderate. Moreover, if Management 
uses the answers to become more effi- 
cient, reductions in costs will result. 

The investment officers should devise 
Control Records that will provide an- 
swers to the questions above. Many of 
these records should be a by-product of 
the regular routine work of the depart- 
ment, hence cost of such controls is low. 
Consider as a basic group of Control Rec- 
ords the following: 
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A well defined Organization Plan based 
on precise delegation of responsibility 
with the necessary authority. 

A Manual of Operations outlining in 
detail the purpose of each job, the way 
it is done, and the appurtenant records. 

A Statement of Investment Policies 
which has been formally adopted for 
Trust Department use. 

Sundry Reports and Records to show 
the accomplishments of the various di- 
visions of the Investment Department, 
of which the most important are those 
which show the invesment policy is being 
carried out in each account or group of 
accounts. 


The usefulness of such records is ob- 
vious in the systematic management of 
an investment department of any consid- 
erable size. Our remaining discussion 
primarily concerns the third and fourth 
items above. 


Why Have an Investment Policy? 


VERY business should know what 
it is trying to produce and sell and 
should know wherein it is not accomplish- 


ing its program. Trust Companies have 


been slow to comprehend this. They 
have over-emphasized the “Individual- 
ized Trust Service” slogan and failed to 
note the extent to which standardization 
benefits both the Company and its trust 
accounts. Standardization of investment 
practice need not prevent but actually 
affords more opportunity for individual- 
ized attention to the needs of beneficia- 
ries or to the distributive provisions of 
trust instruments. A few accounts have 
peculiar investment problems and those 
with restricted powers must be admin- 
istered in conformity with those restric- 
tions, irrational or unsound though they 
may be. The majority of accounts, how- 
ever, should be invested in the manner 
which judgment-exercising officers con- 
sider sound. This requires a clearly 
stated policy which the trust committee 
should not hesitate to put in writing. 


Trust business can be conducted on a 
defensive, anti-surcharge basis, afraid to 
state a policy in writing for fear of sur- 
charge claims which might result from 
failure to apply the policy in a particular 
case. Or trust business can be construc- 
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tive, unapologetic, and frankly tell the 
public what it endeavors to do—and what 
is practically possible. If the program, 
including a statement of investment 
policy, makes sense to the potential cus- 
tomer, it can be the means of attracting 
his business. 


Basic Principles—with Flexibility 


ERHAPS there are many ways to do 

this. It must evolve from the back- 
ground and judgment of your investment 
analysts and executives. It should be 
based on fundamental rather than unim- 
portant concepts or distinctions. 

The first part of the policy statement 
may be an outline of relatively unchang- 
ing or basic principles which you are ac- 
customed to follow in the selection of se- 
curities and in the management of ac- 
counts. 

The second part of the policy state- 
ment may outline your decisions as to 
current policy. In our own experience 
this has involved a method of security 
classification which we believe is logical. 
All securities are classified in the follow- 
ing groups on a “qualitative” basis: 


High grade short and medium term 
bonds 

Other high grade bonds and preferred 
stocks 

Sound medium grade bonds and pre- 
ferred stocks 

Sound common stocks 

Special investments 

Other securities 


“Special investments” are those involv- 
ing present or possible future manage- 
ment participation, usually in close corpo- 
rations, or those which are otherwise 
dominated by special account factors. 
“Other securities” include stocks or 
bonds which are substandard, obscure or 
otherwise to be distinguished from the 
groups which are more closely related to 
the accepted investment policy. Expe- 
rience with these qualitative classifica- 
tions convinces us that these classifica- 
tions are infinitely more significant than 
the conventional grouping of bonds, pre- 
ferred stocks and common stocks. By 
mechanical tabulation methods, these 
classifications can be coded and there- 





INVESTMENT POLIOY 





Many institutions and large 
individual investors, who quite 
correctly require the utmost in 
cooperation from the invest- 
ment dealers who serve them, 
have long utilized and valued 
our services. We stand ready to 


serve others in a like capacity. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW. YORK 


201 Devonshire Street 744 Broad Street 
BOSTON NEWARK 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 
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after account lists and security lists can 
be obtained almost as easily on the qual- 
ity classification basis as in any other 
manner. 


The current investment policy for 
typical accounts may then be stated in 
approximate proportions for each group 
as Management may determine from time 
to time. For instance, the current policy 
might be— 


High grade short and medium 
term bonds 

Other high grade bonds and 
preferred stocks 

Sound medium grade bonds 
and preferred stocks ____. 

Sound common stocks _.____ 3 


10-15% 
20-25% 


With changing price levels and busi- 
ness conditions, the policy regarding any 
of these proportions may be changed. 
Also, within these groups changes may 
take place in the emphasis on different 
industries. 


Is the Policy Effectively Applied? 


N contrast with the current policy, a 
particular account may appear as fol- 


lows: 


Current 

Actual Policy 
Proportion Proportion 
High grade short and 
medium term bonds.. 
Other high grade bonds 
and preferred stocks. 10 


15% 30-35% 


30-35 


Total high grades 25% 60-70% 
Sound medium grade 
bonds and preferred s 
1 10-15 
Sound common stocks. 465 20-25 


Other securities ___. 5 0 


It is apparent that this account re- 
quires some readjustments until the pro- 
portions are more in line with the ap- 
proved policy. If the account reviewers 
and administrators constantly receive 
lists of securities classified as above, 
with the percentage of each group based 
on market value, these men can know the 
status of every account in their charge. 

The methods which we have used pro- 
vide for these lists quarterly on a reg- 
ular schedule. Such large scale produc- 
tion is possible through the use of tabu- 
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lating machines. A single reviewer can 
handle intelligently a large number of 
reviews when the data are presented in 
this orderly manner; he can tell at a 
glance whether or not a list is in line 
with policy. His judgment as to what to 
do will, of course, be influenced also by 
legal and account factors with which he 
must be familiar. 


It is possible to take the data for indi- 
vidual accounts and prepare summary 
lists for each reviewer and administra- 
tor, or for the entire trust department. 
These lists can then serve as a control 
record both for the reviewer and the 
supervising officers. 

The tickler files for account review and 
for security analysis are two essential 
control records. Periodic reports by those 
responsible for these review processes 
will indicate whether all items are being 
covered adequately. 

A few simple controls are necessary. 
The total trust department holdings of 
particular securities should be reported 
periodically to indicate whether sale and 
purchase recommendations have been 
carried out. Lists of new purchases 
should. be checked each week to deter- 
mine whether they have been confined 
to the approved list. Total holdings of 
individual securities should be checked 
periodically to determine whether there 
has been too much concentration of new 
purchases in particular securities or 
groups of securities. A periodic report 
of the number of security items will in- 
dicate if progress has been made in re- 
ducing the list to manageable size, es- 
pecially having regard to reduction in the 
substandard group. 


Trust Investment Committee Function 


ru RUST Investment Committees gener- 
ally include several executive officers 
and directors, and representatives of the 
Investment Department. The function 
of the Trust Investment Committee 
should be the interchange of ideas on in- 
vestment policy and administration. It 
functions best as a proving ground for 
each executive to try out his opinions and 
judgments. It is not an administrative 
group charged with the task of applying 
judgments in daily operations. 
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The Committee which attempts to act 
as an administrator violates a generally 
accepted business principle that the job 
of executive officers is to see that a par- 
ticular operation is carried out—it is not 
their job to do it. When a group of exe- 
cutives sit together and allege that they 
have, as a group, reviewed all individual 
transactions in several hundreds or thou- 
sands of accounts, we believe that, no 
matter what the minutes say, the job has 
not been efficiently or effectively done. 
The same function, under proper execu- 
tive control, can be done more efficiently 
and more effectively by well trained per- 
sonnel to whom have been delegated pre- 
cise responsibility and authority. 

If the control records and reports 
which we have outlined are available to 
the Trust Investment Committee so that 
they can periodically answer, without em- 
barrassing reservations, the questions at 
the beginning of this discussion, the 
Committee can conscientiously forego de- 
tailed administrative work. It can then 
concentrate on discussions of policy and 
can be consulted on unusual problems in 
which the views of the more experienced 
executives are likely to be of value. 


Investing in Savings & Loan 
Shares 


Ten reasons why shares of savings and 
lonn associations should be of interest to 
trust officers are discussed in The Amer- 
ican Banker for February 10, by Carl F. 
Distelhorst, president of the Council of 
Insured Savings Associations of New York 
State. These shares, the article points out, 
are permissible trust investments in 47 
States and the District of Columbia. The 
reasons are outlined under the following 
headings: 


Safety 

Diversification 

Flexibility 

Stability 

Liquidity 

Return 

Ease in making investment 

Minimum of administrative attention re- 
quired 

Adaptability to small trusts and small 
trust departments 

Relation to inflation. 
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Municipals at Peak in 1943 


Graphic evidence of strong investor con- 
fidence in state and municipal credit during 
1943 is seen in the 10th Annual Price and 
Yield Survey of more than 200 state and 
municipal bonds released by the Chemical 
Bank & Trust Company of New York. 


The almost uninterrupted uptrend in 
prices for state and local government bonds 
by the end of 1943 had carried them to new 
record tops. At the close of 1943 average 
prices, based on quotations of twenty 
selected issues, stood at 127%, and average 
yield, moving inversely to price, stood at 
1.55%, down from 1.88% in December, 
1942. In 1933 similar issues were selling at 
92%, to provide an average yield of 5.18%.: 

Included in the survey are two supple- 
mental tabulations showing 1933-43 prices 
of twenty geographically selected issues 
ranging in quality from AAA to BAA and 
a running average of all issues in the study 
with maturities from 10 to 25 years. 

The study is the only tabulation of its 


type and should be especially valuable to 
portfolio managers. 
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66 E can count on wage rates re- 

maining high, and know that the 
farmer will not willingly permit a lower 
price level for the products of his labor. 
What does this add up to but a higher 
cost of doing business, a higher cost of 
living, and a generally higher price level? 
No popular government will be able to 
survive if it deliberately takes step of a 
deflationary nature. A higher price level 
will have to be encouraged as one of the 
factors in keeping the national income 
at a level high enough to service the ex- 
panded debt. *** But unless confidence 
of the public is destroyed by reckless 
tinkering with the dollar, unenforceable 
price regulations, and other evidence of 
governmental mismanagement, there 
should be no disastrous inflation. *** The 
average citizen is in a good position to 
cope with such changes. Debts on install- 
ment purchases are almost entirely paid 
off, many families have a back-log of War 
Savings Bonds, and savings banks bal- 
ances are at a high level. 


“As compared with 1929, the public is 
not financially out on the end of a limb. 
The pressure which then resulted in 
forced liquidation, and wholesale mort- 
gage foreclosures, cannot reasonably be 
expected to re-occur. <A higher price 
level will mean that income received from 
bonds and preferred stocks where the 
rate is fixed, will not purchase the same 
amount of goods. A rate of business 
activity high enough to support the new 
economy will mean larger profits to be 
shared among common stockholders and 
a greater value for the property in which 
they have part ownership. Consequently, 
the manager of money should place great- 
er emphasis on common stock invest- 
ments in the period that lies ahead. On 
the other hand, the market stability of a 
high-grade bond or preferred stock will 
provide buying power to take advantage 
of opportunities that arise during future 
periods of uncertainty, as well as insur- 
ance against mistakes in judgment. *** 


“The group of leaders during the last 
two years does not contain many com- 
panies which we have been accustomed 
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AFTER-WAR INVESTMENT FACTORS 


to regard as members of our industrial 
aristocracy. On the contrary it contains 
a pretty fair sprinkling of what are com- 
monly referred to as “dogs” and pups.” 
Their recent market action, however, 
should be accepted with something more 
than the philosophy that every dog has 
his day, since some of these “pups” may 
develop into handsome animals.” 


Oliver F. Wadsworth, Fiduciary Trust 
Co. of New York in The Exchange, Jan. 
1944. 


Investment Companies 
Show Gain 


An increase of 30% in total investment 
company assets during 1943 is indicated by 
the gain of $333 million in aggregate value 
of 110 funds which are members of the 
National Association of Investment Com- 
panies. Combined assets of these funds, 
which include practically all major active 
management companies, were $1,441 mil- 
lion at the end of 19438, compared with 
$1,108 million at the start of the year. 
While most of the increase was due to port- 
folio appreciation, a fairly substantial 
total of new money was invested in the 
securities of these funds last year. 

“Open-end” or “mutual” funds, whose 
shares are redeemable at asset value, dis- 
tributed approximately $115 million of new 
stock last year, compared with about $71 
million during 1942. Repurchase of se- 
curities, by both the “open-end” funds and 
the “closed-end” (in most cases, listed) 
companies, totalled $78 million, leaving a net 
gain for the year in funds invested of $37 
million. Number of shareholders in funds 
of both types increased about 11,500 last 
year, to a total of 782,400. 


O ————_ 


“Planning Your Income from Forty 
Leading Industries of Canada” is the title 
of a pamphlet prepared by Stanton, Hatch 
& McCarthy, members of the Toronto Stock 
Exchange. It notes changing conditions, 
stating “the political trend suggests the 
advisability of gradually easing out of 
some of, if not most of, the utility stocks.” 
The probable effect of tariffs and substitutes 
upon the investment field are considered. 
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YOUR BEST SECURITY 


ROGER W. BABSON 


IRST let me speak a good word for . 


the trust companies and other banks 
which are taking care of trust funds. 
So far as the law permits they are doing 
a good job. Many more parents and 
grandparents should establish trust 
funds for those who are to follow. 
“Shrouds have no pockets.” To die with- 
out a will is a calamity. Leave your 
children something outright; but also be 
sure to put something in trust for them. 
Do it today. 

People fail to realize how the market is 
being cleaned out of good bond issues. Out- 
standing bond issues are being redeemed or 
reduced rapidly and very few new bond is- 
sues are being put out. This accounts for 
the rapid increase in prices of preferred 
stocks, while common stocks are remaining 
stagnant. Trustees are being forced either 
to buy stocks or else government bonds for 
their beneficiaries. Certainly there is no 
sense in paying banks to invest in govern- 
ment bonds! A few wise trustees are hedg- 
ing by buying fire insurance stocks and 
chain store company preferreds. 

The banks and trustees should get busy 
to have state laws changed. Banks may be 
tied down too much by state laws regarding 
the investment of trust funds. In view of 
impending inflation, instead of: all, these 
laws protecting widows and orphans, some 
of them may be penalizing these deserving 
beneficiaries. Surely, if we are going into 
a period of inflation, certain stocks may be 
safer than certain bonds. 

Trust funds are growing at a tremendous 
rate. So far as the beneficiaries are con- 
cerned, this is a good thing; but is it good 
for the community? Owing to state laws 
regarding trust funds, trustees are fright- 
ened by their shadows. Hence, they put no 
money into new enterprises to help the com- 
munity or the nation. This is bad practice. 
A dog cannot live indefinitely by chewing 
his own tail. A country cannot survive 
without continually putting new money into 
new enterprises. State laws should compel 
trustees to put 10 per cent of their money 
into “venture” capital. 

We should encourage thrift and the best 
way to do that is to give a fair interest rate 
to those who will save. Interest is merely 
a wage paid for sacrifice and saving. The 


Excerpted from The Bankcr for December 


administration at Washington, however, has 
forbidden banks to pay interest on current 
deposits, and has beaten down the interest 
rates on government bonds. The high tax 
rates have forced the prices of municipal 
bonds to sky-high figures so that thrifty 
people can no longer afford to buy these. 
While the farmers are demanding a floor 
for farm prices, the widows and orphans of 
the country should have a lobby and get a 
floor under interest rates. 

The most honest and safe method of get- 
ting security for old age is by saving mon- 
ey and taking care of it either directly one- 
self or by putting it into a revocable trust 
fund. Under the present Social Security 
program of the U. S. government the money 
which is taken out of your pay envelope 
every week is not “saved” for you by Wash- 
ington, but is spent by the government, 
which gives you only a credit on its books. 
When you get old the government may be 
obliged to print new money in order to pay 
you. How much these new greenbacks will 
then be worth is a question.*** 

You should also stipulate that you will 
look to the bank only for the total valua- 
tion of your trust account, allowing the 
bank to use profits to balance losses, which, 
under present legislation, cannot be done. 

( 
Block Sales of Securities 


Fiduciaries faced from time to time with 
the necessity of disposing of large blocks 
of securities should find of interest the 
“Review of Special Offerings and Secondary 
Market Distributions” prepared by Shields 
& Company, New York City. It lists the 
securities which have been handled in one 
of these ways from January 1, 1940, to 
December 31, 1943. 


IN THE 


NATION’S CAPITAL 


SINCE 1889 


American 


Security 
& Trust Co. 


MEMBER FEDERAL DEPOSIT INSURANCE CORP. . . FEDERAL RESERVE SYSTEM 
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1943 DIVIDEND PAYMENTS ON COMMON STOCKS LISTED ON 
NEW YORK STOCK EXCHANGE 


Estimated 
Aggregate Amount of 
Dividend Payments 
(in thousands) 
1942 1943 


Number Paying 
Cash Dividends 
1942 1943 


No. of Issucs 


Listed 
No. Paying 


Same 
No. Paying 


(12-31-43) 
No. Paying 
Increased 
Dividends 
Dividends 
Reduced 
Dividends 


Industry 


Amusement 

Automobile 

Aviation 

I 
Bus. & Office Equip. 
Chemical 

Electrical Equipment __ 
Farm Machinery ___. 
| RRA Sea aa are 


1 $ 16,870 $ 22,079 
155,525 153,233 
39,658 40,446 
21,302 20,135 
17,240 17,395 
206,429 203,612 
62,819 63,196 
20,888 23,012 
52,336 50,214 
111,962 117,707 
2,340 2,310 
11,199 11,312 
73,896 74,137 
105,433 95,286 
14,396 14,058 
216,487 238,801 
177,058 199,705 
119,610 121,704 
8,468 14,288 
8,454 9,073 
104,064 101,768 
18,198 18,409 
58,330 56,030 
305,562 300,162 
42,996 38,428 
51,849 50,574 
5,107 6,337 


Total __.. seaieonees 659 687 192 362 *141 $2,028,476 $2,063,411 


*Payments were reduced on 133 issues and eliminated or deferred on 8. 
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Machinery & Metal ___. 
Mining 

Paper & Publishing - 
Petroleum 

OS (ee : 
Retail Merchandising __ 
Rubber & Tire _.____ 
Shipbuilding & Oper.. 
Steel, Iron & Coke 
Textile 

Se ieee a ea 
All Public Utilities ___ 
U. S. Cos. Oper. Abroad 
Foreign Companies 
Miscellaneous 
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Courtesy of The Exchange, Jan. 1944. 
Published by New York Stock Exchange. 
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TAXATION OF TRUSTS FOR DEPENDENTS 
A NEW TREND 


New Revenue Act Reverses Judicial Rule 


EDWARD N. POLISHER 


Member of the Philadelphia Bar; Author of “Estate Planning and Estate Tax Saving”; 
Lecturer, 1943 Institute of Federal Taxation, New York University 


rWV\HE Revenue Act of 1943, approved 

on February 25, 1944, contained a 
number of amendments to the Federal 
income, estate and gift tax statutes de- 
signed to remove certain inequities re- 
sulting from the application of principles 
established by several of the decisions of 
the Supreme Court of the United States. 
The specific section to which this discus- 
sion is devoted corrects the hardships 
and administrative difficulties created by 
Helvering v. Stuart, 317 U. S. 154, hand- 
ed down on. November 16, 
1942. 

Section 134 adds a new 
subsection (c) to Section 
167 of the Internal Revenue 
Code. It provides that in- 
come of a discretionary 
trust for the maintenance 
and support of a_benefi- 
ciary, whom the grantor is 
under legal obligation to 
support, shall not be tax- 
able to the grantor merely 
because such income, in the 
discretion of another per- 
son, the trustee, or the 
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grantor acting as trustee or co-trustee, 
may be applied for the maintenance of 
such beneficiary, except to the extent that 
the income therefrom is actually so ap- 
plied or distributed. The section further 
states that where the amounts so used 
are paid out of corpus or out of other 
than income, they are to be considered as 
paid out of income only to the extent of 
the income of the trust for such taxable 
year which is not paid, credited or dis- 
tributed under Section 162 and which is 
not otherwise taxable to 
the grantor (italics sup- 
plied). 

The amendment is made 
retroactive to all taxable 
years where proper con- 
sents are filed so that all 
taxes, which would have 
been payable if the amend- 
ment had been in effect, 
will be paid. 


Sign of Change? 


HE importance of this 
amendment lies, not so 
much in the direct effect 
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of its remedial benefits, but rather in 
the implications of this Treasury-spon- 
sored relief. For its enactment may well 
be the arresting of the swing of the pen- 
dulum in at least one area of taxation. 
It may mark the beginning of the end of 
an era which introduced many new and 
advanced philosophies in economics and 
taxation, reflected in the tax decisions of 
the Tax Court and the Federal Courts. 

The recent statements by Mr. Justice 
Roberts and Mr. Justice Frankfurter in 
Mahnick v. Southern Steamship Co., re- 
lating to the Supreme Court’s disregard 
of its own precedents, add further evi- 
dence of the realization of the need for 
calling a halt to the overriding of estab- 
lished precedents upon which taxpayers 
relied in setting up their affairs. The 
adherence of the Courts to this line of 
reasoning would necessarily put an end 
to the practice of yielding to new and 
advanced philosophies in economics and 
taxation except in the extra-ordinary sit- 
uations where justice and the interests 
of the nation demand it. 


Extension of Willcuts Doctrine 


HE use of the trust status for in- 

come and estate tax avoidance has 
been long resorted to by taxpayers. Un- 
der our system of income taxation, the 
trust is recognized as a separate entity 
for the reporting of its income. Legal 
ingenuity has developed various refine- 
ments to separate the trust estate from 
the grantor and at the same time retain 
for him, or those who are the natural 
objects of his bounty, as many of the at- 
tributes of ownership which the existing 
state of the law permitted. Many of 
these devices succeeded in reducing the 
burden of the grantor’s liability for in- 
come taxation while the family unit con- 
tinued to enjoy the benefits of the in- 
come which stemmed from the grantor. 
The trust status became and has re- 
mained suspect because of its facile 
adaptability for tax avoidance. Section 
167 of the Code took its present form in 
the Revenue Act of 1932 to prevent avoid- 
ance of surtax by the trust device when 
the income really remained in substance 
at the disposal of the settlor.* 


*Senate Report No. 665, 
Sessions, p. 34-5. 


72nd Congress, Ist 
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In Douglas v. Willeuts, 296 U. S. 1 
(1935), the grantor ‘was held taxable on 
the income of a trust created for the 
maintenance and support of a beneficiary 
whom he was under legal obligation to 
support. Following this decision, the 
Treasury Department by G.C.M. 18972, 
C.B. 1937-2, page 231, announced the 
rule, for reasons of administrative con- 
venience, that in cases of discretionary 
trusts, the income shall be taxable to the 
grantor only to the extent that it is 
actually applied to discharge his obliga- 
tion of maintenance and support. So 
stood the law and Treasury Department 
practice until Helvering v. Stuart burst 
upon the scene. 

In this case, Stuart created four 
trusts, one for each of his minor children, 
naming his wife, his brother and himself 
as trustees. The trust corpus consisted 
of shares of stock in the Quaker Oats 
Company of which the grantor was Ist 
vice president and his brother, the co- 
trustee, was president. The trustees 
were given the power and authority of 
“absolute owners” over the handling of 
the financial details of the respective 
trusts,. including the recapture of the 
stock upon payment of its value. The 
trustees were not to be held responsible 
for their acts except for actual fraud 
and wilful mismanagement. 

The trustees were directed to pay over 
to the respective beneficiaries all or part 
of the net income of the trust fund or to 
apply the same to their education, sup- 
port and maintenance, in the trustees’ 
discretion. The undistributed balance of 
income was to be added to the trust 
corpus which was to be distributed to the 
beneficiaries, one half at age 25 years 
and the other at age 30. The court held 
that the “possibility” of the use of the 
trust income to relieve the grantor pro 
tanto of his parental obligation of sup- 
port was sufficient to render the income 
of the trust taxable to him. 


Retroactivity Minimized 


HE Treasury Department was not 
particularly delighted with this vic- 
tory. In fact, it was embarrassed by the 
administrative difficulties which the ap- 
plication of the principle would create. 
It necessitated a practice already direct- 
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ly at variance with that which prevailed 
under G.M.C. 18972, in force since 1937. 
To recompute the income on such discre- 
tionary trusts for all open years would 
invite chaos. Therefore, it promptly 
yielded up its advantage under the Stuart 
decision as to back years by issuing I.T. 
3609 (1943-10-11437) by which its prior 
practice was restored so that, under cer- 
tain conditions to be complied with, only 
such part of the trust income which was 
actually applied to the maintenance and 
support of the minor before December 31, 
1942 would be held taxable to the gran- 
tor. 

There were several qualifications under 
this ruling. One was that the principles 
of the Stuart case were to be observed 
wherever it was necessary to protect the 
interests of the Government; another, 
that the ruling was not to apply in any 
case, (a) where the grantor of the trust 
may be required to include the income 
thereof in his gross income under the 
rule of Helvering v. Clifford 309 U.S. 331 
(1940) ; or (b) where the use of the in- 
come to satisfy obligations of the grantor 
is not discretionary but is mandatory. 

The effect of the amendment made 
by Section 134 of the 1943 Revenue Act 
is to reinstate the rule which prevailed 
before the Stuart case, and thus, with 
the approval of the Treasury department, 
to cancel that decision. 


The Short Term Trust 


ETWEEN the time of Douglas v. 

Willeuts and of Helvering v. Stuart, 
the Supreme Court had handed down its 
decision in Helvering v. Clifford. It was 
in the opinion in this case that there ap- 
peared the new and advanced theories of 
economic and tax philosophies which 
have left their definite imprint on much 
of the reasoning and the decisions of our 
courts in tax cases since then. 

Until the Clifford case, the short term 
family trust was a favorite device. Un- 
der it, the grantor irrevocably trans- 
ferred his property to himself as trus- 
tee for a fixed term, usually not more 
than six to ten years, designated mem- 
bers of his family as beneficiaries and 
provided that at the expiration of the 
term, the corpus was to be returned to 
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him. In the interim, the trust income 
was taxable to the trust and not the 
grantor. 
In the Clifford case, involving such an 
irrevocable trust for the term of five 
years, Mr. Justice Douglas declared that 
where the grantor is the trustee and the 
beneficiaries are members of his family 
group, special scrutiny of the arrange- 
ment is necessary lest what is in reality 
but one economic unit be multiplied into 
two or more by devices which, though 
valid under State law, are not conclusive 
so far as section 22 (a) of the Internal 
Revenue Code is concerned; that each 
case must be determined by an analysis 
of the terms of the trust and all the cir- 
cumstances attendant on its creation and 
operation. The court continued that no 
one fact is decisive but all considerations 
are relevant to the question of ownership 
and are appropriate foundations for find- * 
ings on that issue. The inquiry should 
be: Was the grantor still the owner of 
the fund? It is hard to imagine, said the 
court, that the grantor felt himself poor- 
er after the trust had been executed. 
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For, as a result of the terms of the trust 
and the intimacy of the familial rela- 
tionship, the respondent retained the sub- 
stance of full enjoyment of all the rights 
he previously had in the property. That 
might not be true if only legal rights 
were considered. But when the benefits 
flowing to him indirectly through his 
wife are added to the legal rights he re- 
tained, the aggregate may be said to be 
a fair equivalent of what he previously 
had. The court held the income taxable 
to the grantor. 


The rule established by the Clifford 
case, which was thought to cover only 
short term trusts, was applied soon 
thereafter to an irrevocable long term 
trust: Stein v. Commissioner, 41 B.T.A. 
994 (1940); Commissioner v. Buck, 120 
F (2d) 775 (1941). There followed in 
later decisions a stream of dramatic and 
illuminating phrases such as “appraise 
trust instruments against a background 
of realities,” “family solidarity,” the 
family is the “economic unit,” “the eco- 
nomic realities of enjoyment and the 
realization of income through non-mate- 


rial satisfactions,” all intended to serve 
as torches, lighting the way for the ad- 
vanced economic and tax theories. 


Mr. Justice Reed, in the Stuart case, 
devoted a considerable portion of his 
opinion to the Commissioner’s argument 
that, irrespective of the minority of the 
beneficiaries, the income of these trusts 
was taxable to the grantor under the 
Clifford rule. The opinion emphasized 
that “economic gain realized or realiz- 
able by the taxpayer is necessary to pro- 
duce taxable income under our statutory 
scheme. That gain need not be collected 
by the taxpayer. He may give away the 
right to receive it, or it may be obtained 
through a control of the trust so complete 
that it must be said the taxpayer is the 
owner of its income.” 


Indication of Trend for Taxpayer 


ESPITE the fact that Section 134 
of the 1943 Revenue Act retains as 
one of its exceptions those cases where 
the trust income may be taxable to the 
grantor under Helvering v. Clifford, the 
willingness of the Treasury Department 


TRUSTS and ESTATES—March 1944 


to recede voluntarily from the position 
to which it had been advanced under the 
impetus of Helvering v. Stuart indicates, 
it seems to us, the beginning of a trend 
in favor of the taxpayer. Otherwise, in 
the interest of increased income to the 
government, the Treasury Department 
might have contended for the continuance 
of the Stuart rule as to future years and 
could have forgiven its advantage for 
back years as it did under its I.T. 3609. 


There is further corroboration of this 
trend in the amendments to the Internal 
Revenue Code made by the Revenue Acts 
of 1942 and 1943. Because of its many 
remedial provisions intended to correct 
existing inequities to the prejudice of the 
taxpayer, the 1942 Revenue Act has been 
regarded by experts in taxation as one 
of the most equitable pieces of tax legis- 
lation enacted by Congress. Many of 
these, sponsored by the Treasury De- 
partment, resulted in the cancellation by 
statute of court victories in favor of the 
Government. Similarly, in the case of 
certain amendments contained in the 
Revenue Act of 1943. Section 502 of the 
1943 Revenue Act, granting a gift tax 
exemption as to the release of the gran- 
tor’s power to change beneficiaries of 
certain trusts, cancels the gains made by 
the Government in Estate of Sanford v. 
Commissioner, 308 U. S. 39 (1939). And, 
of course, Section 134 which we have dis- 
cussed. 

Moreover, as the burden of taxation 
becomes heavier, the Courts are inclined 
to weigh more carefully the adoption of 
new theories in taxation and the exten- 
sion of accepted principles to new areas 
because of their effect upon the taxpay- 
ers’ already beleaguered position, out of 
all proportion to the value of the gains 
realized by the Government. All factors 
considered, the scale seems to be tipping 
on the side of the taxpayer. 

Only time and a careful scrutiny of the 
developments as they appear upon the 
scene will prove whether the trend pres- 
aged will materialize; or whether this 
trend will be deflected from its course 
by the impact of forces yet to be brought 
into play; or whether the writer is the 
victim of a mirage which will disappear 
into the thin air upon closer approach. 
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Court Decisions 


ENEFICIARY not taxed on trust in- 

come applied to unproductive real 
estate carrying charges. Trustees of a 
Pennsylvania trust retained trust income 
and paid carrying charges on unproduc- 
tive real estate. The Court held that the 
income so retained was not taxable to 
the beneficiaries as distributable trust in- 
come under Sec. 162 (b) of the 1936 
Revenue Act. The Court found that the 
Pennsylvania law permitted, and that 
the trust deed required, the payment of 
these charges from income. Commr. v. 
John F. Lewis, C.C.A.-3, Feb. 3, 1944. 


Gift tax—liability of trustee for defi- 
ciency. Since three year statute of lim- 
itations had expired against grantor, the 
notice of deficiency was sent to trustee. 
Since the filing of a ‘“Donee’s or Trus- 
tee’s Information Return of Gifts” con- 
stitutes sufficient notice to the Commis- 
sioner that the fiduciary assumes powers, 
rights, and liabilities of the relationship, 
the Court held that the trustee is a fidu- 
ciary liable as a transferee. Fidelity 
Trust Co., Ttee. v. Commr., C.C.A.-3, 
Feb. 7, 1944. 


Estate tax—period of limitation runs 
from date of payment on account. On 
December 24, 1934, prior to filing of es- 
tate tax return, an executor sent $120,000 
to Collector in payment of estimated tax 
due. Accordingly, the Collector carried 
such amount in suspense account until 
February 25, 1935, at which time return 
was filed and on March 22, 1935, he ap- 
plied $80,000 against the estate tax re- 
turn. More than three years after he 
sent the amount, but within three years 
of the time the Collector applied it to the 
tax, the executor filed a refund claim. 
The Court held that the statute of limi- 
tations started to run from the date of 
payment by the executor, and no monies 
could be refunded where claim for re- 
fund was filed more than three years 


thereafter. However, on another point, 
the Court allowed a deduction from the 
gross estate for amount paid by executor 
in settlement of decedent’s son’s claim 
against estate based on gift completed 
during the decedent’s lifetime. Lena 
Rosenman and ano., Execs. v. U. S., U. S. 
Ct. of Claims, No. 45197, Feb. 7, 1944. 


Taxability of trust income to grantor. 
The Court reviews the short term cases 
and states that the Clifford doctrine 
(309 U.S. 331) does not hold that trust 
income must ipso facto be considered that 
of the settlor for income tax purposes 
where the trust is of short duration, for 
the benefit of family members (all 
adults), and the settlor retains some 
measure of control over corpus. The 
Court held the trust income not taxable 
to the settlor with respect to the three 
trusts where only the power to advise 
was reserved. Since, in addition to the 
other elements, the settlor reserved the 
right to direct investments, the income of 
the fourth trust was held taxable to him. 
Central Nat. Bk. of Cleveland, Exec. v. 
Commr., C.C.A.-6, Feb. 16, 1944. 


Gift tax—restriction against sale of 
closely-held stock not binding. The Court 
held that charter restrictions against sale 
of shares of closed family corporation 
were not binding on the Government in 
assessing gift tax on actual value, as of 
gift date, of shares which were the sub- 
ject of gift. Frederick Krauss v. U. S., 
C.C.A.-5, Feb. 17, 1944. 


Liability of trustee for donor’s unpaid 


tax. In 1932, under a trust deed, gran- 
tor reserved right to change beneficia- 
ries or their interests in trust. By 
amendment in 1936, the grantor irrevoc- 
ably cancelled and surrendered this right. 
The Court held that such surrender 
made gift complete and subject to gift 
tax. The Court also held that the trus- 
tee was liable for donor’s unpaid tax. 
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Fletcher Trust Co., Ttees and Trfres., v. 
Commr., C.C.A.-7, Feb. 17, 1944. 

Income tax—beneficiaries taxed on 
proceeds allocated to them in salvaging 
of foreclosed mortgage. In 1932, the 
trustees upon mortgagor’s default fore- 
closed, bidding in the property for $600,- 
000 (amount of bond held by them). At 
this time accrued interest on bond 
amounted to over $80,000 and foreclos- 
ure expenses and unpaid taxes came to 
about $30,000. In 1937 the trustees sold 
the property for $550,000—$100,000 in 
cash and balance in purchase money 
mortgage. During the period the prop- 
erty was held by the trustees the inter- 
est on the $600,000 bond ran up to $163,- 
000. Accordingly, under New York law, 
about 21% of the proceeds of sale of real 
estate taken over in foreclosure of mort- 
gage was assigned to the life beneficia- 
ries. The Court held that they received 
taxable income. Although sales proceeds 
were less than bid price at foreclosure 
and less than amount of mortgage, the 
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Court, relying on two New York cases 
(In Re Chapal, 269 N. Y. 464 and In Re 
Otis, 276 N. Y. 101), pointed out that 
the transaction is a salvage operation for 
both principal and interest on the debt 
secured, and that the share of proceeds 
assigned to the life beneficiaries repre- 
sented income in their hands. Robert W. 
Johnston v. Helvering, also, Klages v. 
Helvering, C.C.A.-2, Nos. 60-61, Feb. 23, 
1944, 

Estate tax—reciprocal trusts taxable. 
In 1931, decedent and his wife created 
simultaneous and similar irrevocable 
trusts, the corpora of which were certain 
shares of stock purchased by each in 
1889. The trust income under the 
agreements was to go to the spouses for 
life, to their children for life and to their 
grandchildren for life. Husband and wife 
died within a month in the early part of 
1939. The Court held that to the extent 
the trusts were reciprocal (300 shares), 
the corpus was taxable in the estate of 
the deceased owner. Est. of M. M. Cole 
v. Commr., C.C.A.-8, Feb. 18, 1944. 

Estate tax—blockage rule applied in 
valuation. Taxpayer died and left 62,000 
and 113;000 Shares of Company A and B 
stock, respectively, both of which were 
actively traded in the open market. The 
Tax Court held that due to the size of the 
holdings, poor financial records, and 
prospects of poorer earnings in the im- 
mediate future, actual value of each block 
was less than that indicated by market 
quotations. Est. of William W. Stewart, 
Memo T.C., Jan. 18, 1944. 


Rulings, News, Etc. 


New tax bill. Following Congression- 
al overriding of the President’s veto of 
the Revenue Act of 1943 (summarized 
last month) predictions have been cur- 
rent that some higher-ups will resign 
from Treasury Department within due 
course. Although Departmental shake-up 
has been denied, Congress will no doubt 
pay less attention to so-called Treasury 
Department tax experts in drafting fu- 
ture revenue bills. 

T. D. 5332. Extends time up to and 
including April 15, 1944, for filing a de- 
claration of estimated tax for 1944 and 
for paying first installment thereof. 
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ANALYSIS OF HALLOCK CASE PROGENY 


HE Hallock case (309 U. S. 106), im- 
j ote an estate tax on a trust fund 
as to which the decedent possessed a pos- 
sibility of reverter, has given rise to a 
large number of decisions interpreting 
and limiting the doctrine laid down 
therein. Percy W. Crane, of the New 
York Bar, recently lectured before the 
New York City Bar Association, analyz- 
ing these cases. He summarizes the re- 
sults as follows: 


1. The cases of May v. Heiner, 281 
U. S. 238, and Hassett v. Welch, 303 U. S. 
303, are held not to have been over- 
ruled by the Hallock case, and are still 
to be followed. Comm. v. Kellogg, 119 F. 
(2d) 54, Estate of Bradley, 1 T. C. 518, 
and numerous other cases. 


2. The trust corpus is includible in the 
settlor’s gross estate if— 


a. he has expressly reserved a contin- 
gent right of reversion of the cor- 
pus; Comm. v. Marshall, 125 F. (2d) 
943; 

. principal may be invaded for his 
benefit in any manner; Blunt v. Kel- 
ly, 41 F. (2d) 723, and Saunders v. 
Higgins, 29 F. Supp. 326; 


>, he has reserved a testamentary pow- 
er of appointment, however remote; 
Millard v. Maloney, 121 F. (2d) 267, 
Estate of Anna C. Stinson v. Roth- 
ensies, 1943 P. H. Tax Service, Sec. 
62, 487, Estate of Middlekauff, 2 
T. C. 203 (June 23, 1943), Estate 
of Gaston, 2 T. C., No. 82 (Feb. 10, 
1943) ; 

. the trustees have the power to alter 
the proportions of the corpus to be 
distributed to the remainderman, 
and the settlor was one of the trus- 
tees; Estate of Carnahan, Union 
Trust Co. of Pittsburgh, Adm. v. 
Driscoll, C. C. H. Estate and Gift 
Tax Service, Par. 10065. 


3. The trust corpus is not includible 
in the settlor’s gross estate— 


a. where he may, on the happening of 
certain events, recover the power to 
amend or revoke which he had pre- 


viously relinquished to his wife; 
Estate of Ballard v. Comm., 47 
B.T.A. (Oct. 1, 1942); 


. where there is only a remote possi- 
bility that, under the trust provis- 
ions, the settlor might have power 
to revoke the trust, and thereby 
cause the corpus to revert to him; 
Brewer v. Hassett, 49 F. Supp. 502; 


. where the reversion is not to the 
settlor, but only to his estate or 
heirs at law or next of kin upon the 
prior death of named beneficiaries 
and failure of their issue—whether 
such ultimate distribution be pur- 
suant to expressed provisions con- 
tained in the trust instrument; 
Comm. v. Kellogg, 119 F. (2d) 54, 
Estate of Flora W. Lasker v. 
Comm., 47 B.T.A. 172 (June 23, 
1942), Estate of Tully C. Estee, 2 
T.C. Memo Dec. Docket No. 112, 
135, (Sept. 17, 1943), Delaney Es- 
tate, 1 T.C. 781 (March 17, 19438), 
Estate of Mabel H. Houghton, 2 T.C. 
No. 110 (Oct. 11, 1943) ; or by mere 
operation of law; Estate of Hoff- 
heimer, 2 T.C. No. 99 (Sept. 29, 
1943), Estate of Laura H. Jennings 
v. U. S., decided Oct. 4, 1943, P-H 
Par. 62,830, Estate of Goodyear, 2 
T.C., No. 112 (Oct. 15, 1943), Es- 
tate of Downe, 2 T.C. No. 122, Es- 
tate of Flickinger, B.T.A. Memo. 
Dec. No. 13551. 


In concluding, Mr. Crane remarked 
that the final answer to some of the prob- 
lems raised by the Hallock case will not 
be known until the Supreme Court passes 
on them. He expressed the hope that. 
“the Supreme Court will adopt a realistic 
and common sense view, will give due 
weight to remoteness of possibility of the 
happening of future contingencies, and 
will not include in the gross estate prop- 
erty interests of which the transferor 
has obviously intended to make a com- 
plete disposition, without possibility, ex- 
cept in highly improbable circumstances, 
of any part of such interests ever being 
distributed to or controlled by him.” 





THE EFFECTS OF A POWER TO RE- 
VOKE A TRUST 


AUSTIN W. SCOTT. 
362—Jan. 1944. 


57 Harvard Law Review 


The central inquiry of this excellent arti- 
cle is: How far does the potential owner- 
ship of a settlor reserving a power to re- 
voke a trust give him the rights and subject 
him to the liabilities of ownership. The 
questions raised by the recent New York 
case of City Bank Farmers v. Cannon are 
substantially reviewed in the February issue 
of Trusts and Estates at page 200. Other 
problems (and their probable solutions) 
discussed by Professor Scott here involve: 
reservation of power not only to revoke 
or modify but also to control the admin- 
istration of the trust; making a disposition 
by a revocable trust which would be inef- 
fective if made by will (eg. depriving 
spouse of share in estate or exceeding 
statutory limits on bequests to charity) ; 
rights of settlor’s creditors; date of com- 
mencement of period under rule against 
perpetuities. Some of these questions as 
they relate to powers of appointment are 
also treated. 


THE TEXAS TRUST ACT 


R. DEAN MOORHEAD. 
123—Feb. 1944. 


22 Texas Law Review 


This is a keen analysis of the trust code 
enacted in Texas less than a year ago. Mr. 
Moorhead describes the background of the 
law and the philosophy behind its provi- 
sions. Those who are contemplating codifi- 
eation or revision of trust law in other 
States would do well to read this discus- 
sion. 


TAX TREATMENT OF EMPLOYEES’ 
CONTRIBUTIONS TO PENSION 
PLANS 


57 Harvard Law Review 247—Dec. 1943. 


This Note raises the question of whether 
it is wise to tax an employee currently on 
the amount he contributes to a pension 
plan. Recognizing that a part of his activ- 
ity in his productive years should in fair- 
ness be attributed to his years of retire- 
ment, the writer suggests that provisions 


TRUSTS and ESTATES—March 


NOTES ON TRUST AND PROBATE LITERATURE 


1944 


similar to those for “averaging” income 
could be extended to pension costs. Such 
recognition is given to the contributions 
made by the employer. It is concluded that 
amounts paid by an employee to provide 
bona fide pension benefits after his retire- 
ment, should, with certain stated limita- 
tions, be deductible from his current in- 
come. 


PENSION PLANS 


WALTER D. FREYBURGER. 22 Taxes 60. 


Feb. 1944. 


This article, by a former assistant head 
of the Legislation and Regulation Division 
of the Chief Counsel’s Office of the Bureau 
of Internal Revenue, discusses the philos- 
ophy behind the changes in Sec. 165(a) of 
the I.R.C. He seeks to clarify some of the 
provisions in the light of objectives intend- 
ed to be accomplished. 


DEVELOPMENT OF MASSACHUSETTS 
PROBATE SYSTEM 


THOMAS E. ATKINSON. 
view 425—Dec. 1943. 


42 Michigan Law Re- 


It is widely recognized that the procedure 
for the settlement of estates in Massachu- 
setts is one of the best in the country. This 
article traces the growth of the probate sys- 
tem since colonial days, contrasting as it 
goes along with the English procedure. It 
offers an excellent source of information 
for persons in other jurisdictions who are 
concerned with improvement in their local 
system. 


A REMAINDER TO THE GRANTOR'S 
HEIRS 


EDWARD H. WARREN. 
22—Dec. 1943. 


22 Texas Law Review 


Analyzing the two prominent cases in 
this field: King v. Dunham and Doetor v. 
Hughes, the author discusses two resulting 
questions: Should the rule against a re- 
mainder to the grantor’s heirs be a rule of 
construction or a rule of property (i.e. a 
rule without exception), and is it fitting 
to speak of this rule as a rule of “worth- 
ier title?” As to the former, he concludes 
that it should be a rule of construction, and 
as to the latter, he answers in the nega- 
tive. 

(Continued on page 320) 
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Decisions* 


Living Trusts — Validity — Exercise of 
Power of Appointment — “Worthier 
Title’’ Rule — When Heirs Are Deter- 
mined 


Massachusetts—Supreme Judicial Court 
The National Shawmut Bank v. Joy, 1944 A, S. 
123; Feb. 2, 1944. 


Petition for Instructions. N was a resi- 
dent of Massachusetts, but lived mostly in 
the Azores. In 1926 he made a will in 
Boston, under seal. By it he created a 
trust under which the income was payable 
to A for life, and after her death the prin- 
cipal went to B and C, subject to the pay- 
ment of some legacies. In 1936, while he 
was in the Azores, his son-in-law, P, had 
an inter vivos trust drawn up and sent to 
him. He duly executed it and transferred 
his securities to the trustees. This trust, 
together with an amendment executed a 
few months later, specified that it was to 
be regarded as a Massachusetts trust and 
governed by Massachusetts law. The set- 
tlor, N, was to receive an annuity for life, 
plus portions of principal in the discretion 
of the trustees. After his death the in- 
come was payable to A for life, and after 
the death of the survivor of N and A the 
principal was to be paid to such persons as 
N should “appoint by an instrument duly 
acknowledged by him and under seal and 
deposited with the trustees.” In default of 
appointment it was to go to “such persons 
as are entitled to take from the donor under 
the laws of intestacy of the Commonwealth 
of Massachusetts.” N reserved a power to 
“alter, amend or revoke the trust.” N 
died in 1937 without executing any other 
instrument than his will. A died in 1942. 

HELD: First. Whether or not N un- 
derstood the effect of the trust on his earlier 
will, it was binding on him and those claim- 
ing under him. 

Second. It was not necessary to the valid- 
ity of the trust that A knew about it during 
N’s life. 

Third. The will did not exercise the pow- 

er of appointment. That required an 
instrument (a) under seal (2) duly 
*Due to the delay in publishing the Febru- 
ary issue (attributable to the Trust Con- 
ference) a number of decisions were in- 
cluded therein which would otherwise have 
been reported this month. Hence, the 
scarcity of digests here. 


acknowledged and (c) deposited with the 
trustees. While the will was under seal, 
it was not acknowledged, even though one 
of the witnesses was a notary public. Also, 
while it had been held by the Bank since its 
execution, it was never delivered to the 
Bank as trustee and had never been de- 
livered to or in the possession of the indi- 
vidual trustee. The court did not pass on 
the question whether the fact that the will 
antedated the trust was material. 


Fourth. The contention of the legatees 
that the clause in the trust giving the 
estate in default of appointment to those 
who would take under the laws of intestacy 
was conditional on N dying intestate, and, 
as he did not, the clause could not take ef- 
fect, could not be sustained since the clause 
giving the estate to those taking under the 
laws of intestacy was a direct gift, and not 
conditional. 

Fifth. The legatees also contended that 
under the “worthier title” doctrine a gift 
to the testator’s heirs went to the heirs 
by descent and not by purchase; and 
therefore the settlor only created life es- 
tates, with a reversion in himself, so that 
on his death the estate passed under his 
will. The court held that this doctrine was 
no more than a rule of construction; and 
that in this case the settlor’s intent was 
definitely to give the estate to his heirs 
in default of appointment. Hence they took 
by purchase and not by descent. (Exhaus- 
tive discussion in the opinion.) 

Sixth. The heirs of the settlor were to 
be determined as of the date of his death, 
i.e. three cousins, one of whom had since 
died. (Exhaustive discussion of remainders 
in legal and equitable estates.) 


Seventh. A trust is valid even though 
the beneficiaries are left to be determined 
by the will of the settlor, there being a 
resulting trust for the settlor until the will 
takes effect. 

Eighth. The legatees under the will 
further contended that the trust was void 
as to any provisions after N’s death, since 
it was testamentary in its nature; and that 
N reserved full dominion over the property, 
and the trust instrument merely created 
an agency for N and not a genuine trust 
for persons after his death; and that ac- 
cordingly the estate after N’s death would 
pass under his will. The court rejected 
these contentions and held the trust valid, 
laying down the following rules:— 
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(a) The reservation by N of only a life 
estate to himself, but with a power of ap- 
pointment, did not render the trust testa- 
mentary and void. 

(b) Ditto as to the power to “alter, 
amend or revoke the trust” or to withdraw 
the principal. 

(c) Ditto as to a special provision that 
trust investments should be made solely 
as directed by L, with the right on the part 
of the latter to make profits (as well as 
brokerage commission) by direct dealing 
with the trust. A reservation by a settlor 
of the power to control investments does not 
make the trust void. The contention here 
was that by his power of amendment N 
could control the actions of L. The court 
did not decide whether or not a trust would 
be void where the trustees have been re- 
duced to passive impotence. 

The opinion contains an excellent dis- 
cussion of the meaning of the word “testa- 
mentary” in this connection. Also, the 
court squarely overruled the case of Mc- 
Evoy v. Boston Five Cents Savings Bank. 


NOTE: The entire opinion is exhaustive 
in its discussion of cases and principles, 
and well deserves reading. It will, together 
with the decision in Aronian v. Asadoorian, 
reported below, go far to clarify our law on 
the subject of revocable trusts. 

Reported by Guy Newhall 
ee , 


Living Trusts — Validity of Gratuitous 
Trust — Necessity of Notice to Bene- 
ficiary 

Massachusetts—Supreme Judicial Court 


Aronian v. Asadoorian, 1943 A.S. 1995; December 
28, 1943. 


X purchased land on which was a drug 
store, his purpose being to have his sons 
take it over. He took title in a straw, Y. 
Later he had Y convey the property to him, 
the habendum clause in the deed providing 
that he was to hold it in trust for the bene- 
fit of his sons. On his death the trust was 
to terminate and the title vest in the sons. 
X accepted the deed and trust, but the deed 
was not recorded until after his death. 

HELD: A complete and valid trust was 
created. As between the parties the re- 
cording was not necessary to its validity. 
The trust was valid even though the bene- 
ficiaries had no notice. The opinion con- 
tains a valuable discussion of the distinc- 
tion between cases where notice is required 
and those where it is not required. Usually 
not required where there is a formal declar- 
ation of trust. 


TRUSTS and ESTATES—March 1944 


New Legislation 


Pending bills affecting fiduciaries, in ad- 
dition to those reported last month (page 
212) include Virginia measures adopting 
the prudent man rule for trust investment 
(S. B. 38) and a common trust fund en- 
abling act (S. B. 40), and New York bills 
simplifying stock transfer requirements 
(A. B. 443), and permitting trustees of liv- 
ing trusts to register securities in name 
of nominee (A. B. 580). 

In Kentucky, three of the bills referred 
to last month have become law: those per- 
mitting registration in the name of nom- 
inees, releasing powers of appointment, and 
purchase and retention of a fiduciary’s own 
stock. 

In New York, Chapter 33 of the laws of 
1944 permits the attorney and his em- 
ployees to testify as to revocation of a will. 
Formerly, the privilege extended only to 
testimony as to validity, construction or 
preparation of a will. 
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(Continued from page 318) 


RECENT DEVELOPMENTS IN TAXA- 
TION 


FORREST L. 
1943. 


This article discusses two important 
questions raised by the Federal estate tax 
law: the provision to the effect that the 
term “incident of ownership” does not in- 
clude a reversionary interest.” and the in- 
come taxability of life insurance instalment 
payments. The author analyzes the law, 
committee reports and decisions in an ef- 
fort to clarify the confusion which has re- 
sulted from the language of the law. 


INCORPORATION BY REFERENCE 


22 Texas Law Review 87—Dec. 1943. 


MORTON. The Spectator, Dec. 


A testator declared in his will that he 
had already deeded certain property to A 
and therefore did not devise any real estate 
to A. The undelivered deed was offered 
for probate with the will, and the court 
held it was incorporated in the will by refer- 
ence. This comment inquires into the ra- 
tionale of the rules sometimes frustrating 
such clearly expressed testamentary intent, 
and the several doctrines, including that of 
incorporation by reference, which the courts 
employ to circumvent the technicalities. 





